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Now we know what “Total War’ means... 
and we’re for it! 


IKE MOST AMERICANS, we didn’t under- 
stand what total war means. 

We had a vague idea that it meant 
“going all out”... throwing everything 
we have into the battlefield. Now we 
realize that total war means more than 
that...it means sacrifice, inconvenience, 
and hard work for every one of us. 

For example, on March 6, the Gov- 
ernment issued an order prohibiting 
the sale of any typewriter, standard or 
portable, new, used, or rebuilt, to the 


general public! 


And on March 15, in agreement 
with the Government, we have 
drastically curtailed the manu- 
facture of portable typewriters, 
and our future portable produc- 
tion is designated for use only 
by the armed forces. 


Also, beginning March 15, the 
production of standard typewrit- 
ers has been sharply reduced, 
and such standard machines as 


we build in the future will go only 
to Government agencies, to the 
armed forces, or to manufactur- 
ers of war supplies. 


As a result, we are now able to 
increase our actual war produc- 
tion. All of the resources of the 
Royal Typewriter Company, as 
much as possible of our skilled 
labor, every available inch of our 
floor space, are being converted 
to the manufacture of ordnance! 


THIS, WE NOW REALIZE, is the true mean- 
ing of total war .. . and we are for it, 
lock, stock, and barrel! We are proud 
of the fact that the Royal Typewriter 
Company has been called upon to halt 
its normal business in mid-air and to 
“go all out”’ for Democracy. 


We believe that every manufacturer 
in the United States whose facilities 
can be used for wartime production 
will feel the same way. ‘Business as 
usual” has no place in the scheme of 
total war. It may be an inconvenience 
to you, may even be a sacrifice on 
your part, to have to do without a new 
Royal Typewriter. But ... if the Axis 
powers were to win this war, it would be 
a long, long time before you could buy 
any new typewriter! 

By manufacturing ordnance now, 
Royal is hastening the day when you, a 


free man living in a free country, can 


once more walk into any store in the 
land and buy anything you want! 

THAT, AS WE SEE IT, IS WHAT 
THIS WAR IS ALL ABOUT! 


ROYAL TYPEWRITER CO., INC. 


Makers of Roytype* ribbons and carbon paper. Expert typewriter service available every where. 


*Trade-mark Reg. U.S. Pat. Off. Copyright 1942, Royal Typewriter Co., Ine. 














IS HELP SCARCE? 


UNTRAINED? 


DITTO 








SOLVES THAT / 


Why waste time hunting green help—when Ditto 
can make a FEW people do MANY peoples’ work 
FASTER and WITHOUT ERROR? 


Check your accounting routines. You'll find two 
facts: (A) much of them are repetitive processes— 
just copying the same things over—(B) that re- 
copying not only breeds human error but uses 
valuable work-hours to no good end; actually 
retards the very thing you’re trying to do, namely, 
get fresh reports today, not next week. 

Ditto one-writing methods get fresh, accurate 
answers! Ditto one-writing methods are the nat- 
ural response of business to the too-complex, 
repetitive systems. They are a revelation to execu- 
tives who are charged with responsibility for pay- 
roll, billing, production, purchasing, inventory, 
accounting—a route to speed, accuracy, personal 
effectiveness. 

Send coupon for “The New Trend in Account- 
ing,’ and ‘Copies, Their Place in Business’’—a 
profitable move for any executive! 


BE PREPARED! 


Be informed! Send 
for studies, forms 
and manual of meth- 
ods in actual use, 
proving Ditto’s speed 
and economy!... 
DFETO: Iac.,. 2217 
W. Harrison Street, 
Chicago, Illinois. 
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GELATIN AND 
LIQUID MACHINES 


Because Ditto 
leads, Ditto offers 
most advanced 
types of both gel- 
atin and liquid 
duplicators. 





DITTO, Inc. 
2217 W. Harrison St., Chicago, Illinois 


Gentlemen: Without obligation please send me: 
( ) New D-44 Data 
( ) “Copies—Their Place in Business” 
( ) “A New Trend in Accounting—Order-Billing” 
( ) Arrange a Ditto demonstration for me 





For 3 C) Years 


the I. A. S. technical staff has been 
devoting its efforts to one ideal—the 
development of a training plan flexible 
enough to give each individual student 
just what he needs to obtain the most 


thorough accounting instruction in the 


shortest possible time. 


We are proud that this constant endeavor 
has fully prepared us to meet the present 


demand for quick training in accounting 


subjects. 


Any member of your staff can obtain 
full particulars, without any obligation what- 
ever, by addressing a letter or postcard to: 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 


A Correspondence School Since 1903 


3411 SOUTH MICHIGAN AVENUE + CHICAGO, ILLINOIS 
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DATES AHEAD 


Tri-Control Conference 


(Buffalo, Rochester and Syracuse 
Controls) 


May 1, 1942, at Buffalo 


Midwestern Conference 
May 17-18, 1942, Cincinnati 


Pacific Coast Conference 


(Los Angeles and San Francisco 
Controls) 


May 23, 1942, Los Angeles 


llth ANNUAL MEETING 
September 21-23, 1942, Chicago 


MEETINGS OF CONTROLS 


May 


May 5—Twin Cities 

May 7—Philadelphia 

May 11—Kansas City 

May 12—Cincinnati, Cleveland, 
Milwaukee 

May 13—Baltimore, Chatta- 
nooga, Detroit 

May 14—Hartford 

May 19—NewEngland 

May 21—New York City 

May 25—Pittsburgh, St. Louis 

May 26—Chicago, District of 
Columbia, Houston 

May 27—Indianapolis, Roches- 
ter 


June 
June 2—Buffalo, Twin Cities 
June 3—Bridgeport 
June 4—Philadelphia 
June 8—Kansas City 
June 9—Cincinnati, Cleveland 


June 10—Baltimore, Detroit 

June 11—Dayton, Hartford 

June 16—Syracuse 

June 18—Chattanooga, Los An- 
geles, New York City, San 
Francisco 

June 22—St. Louis 

June 23—Chicago, District of 
Columbia, Houston 

June 24—Indianapolis, Roches- 
ter 

June 29—Pittsburgh 


Note: These are scheduled dates. | 


Some changes may be made. Dayton 
will omit the May meeting because of 
the Mid-Western Conference at Cin- 
cinnati on May 18. Milwaukee and 
New England will have no meetings 
in June. 
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LE-ditortal Comment 


A Service for Controllers 
HIS issue of “The Controller” is one which con- 
trollers and financial officers will wish to study 
and consult frequently, because of its wealth of ma- 
terial concerning the special problems with which 
controllers are confronted in these War time days of 
high pressure work and new responsibilities. 

The War Conference of Controllers conducted in 
New York City on April 13 yielded many specific 
descriptions of suggested new procedures to be fol- 
lowed in meeting the emergencies. Presentation of a 
complete report of that Conference, promptly, con- 
stitutes a real service to controllers, and almost all of 
this issue of seventy-two pages has been given over 
to it. 

President John A. Donaldson, of The Institute, 
makes a valuable contribution in the form of an ad- 
dress which he delivered at Buffalo on May 1. It 
should be stimulating to controllers. 


Protecting Records in Air Raids 


HE Metropolitan Life Insurance Company 

wishes to obtain from controllers information as 
to what their companies are planning and actually 
doing to insure protection of records from damage 
or destruction resulting from air raids. The com- 
pany is preparing a report on this subject, which will 
be published shortly. The Controllers Institute of 
America is glad to cooperate in this work by making 
a request to controllers to write the Metropolitan 
briefly, outlining their plans. The information 
should be addressed to Mr. E. H. Conarroe, care of 
The Metropolitan Life Insurance Company, One 
Madison Avenue, New York City. 


Sim plifying Government Questionnaires 


ke has just been our pleasure (?) to scan a copy of 
Form PD-25A of the War Production Board, cov- 
ering production requirements. It is an application 
for priority assistance for the calendar quarter, April- 
June, 1942. The specification of a calendar quarter 
as the basis for the figures to be supplied is causing 
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some uneasiness for firms which are on a thirteen- 
period year, and inquiries have been received by The 
Controllers Institute of America as to how this form 
may be executed under those conditions. Fear was 
expressed in some quarters that it might be necessary 
to abandon the thirteen-period basis of accounting. 
Future allocation of materials will depend on the 
facts disclosed in this form. 

Some members of The Institute have spent consid- 
erable time conferring with representatives of WPB 
on this and other problems presented by the request 
for information. 

It is the concensus of opinion among controllers 
that WPB has asked for more information than it 
needs, and more than can be supplied in many cases. 
The WPB did not know where to draw the line as to 
information it desired, but felt that to reduce the 
form might result in many companies omitting a 
great deal of needed information. 

It must be said that the WPB is open minded as to 
the requirements, and is willing to make almost any 
reasonable concession if the difficulty is explained 
properly to its representatives. For instance, the 
problem of transforming a thirteen-period year into 
four quarters would be considered of minor impor- 
tance, as WPB would probably accept either three or 
four periods in a current quarter, and base their data 
on them. 

It is likely that this new system of material alloca- 
tion is not going to be on a workable basis for at 
least six months. Only a relatively small section of 
industry is being asked to go on this form at the mo- 
ment, and there is a large section of the manufactur- 
ing industry with which the form has not as yet even 
been discussed. 

All of this leads up to a renewal of the suggestion 
that the Boards and Divisions in Washington which 
contemplate sending out questionnaires and requests 
for reports and data should avail themselves of the 
advice and assistance which controllers and their In- 
stitute have offered freely in the preparation of such 
proposed forms. 
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In many instances the Commissions and Boards in 
Washington have availed themselves of this counsel 
with men who are qualified to give it, in preparing 
questionnaires. It is a service which The Institute 
and its members have rendered for years to the Gov- 
ernment. It can be enlarged and extended in these 
war times. To do so would constitute a worth while 
contribution to the war effort. 

Preliminary inspection of proposed forms by con- 
trollers results in great savings in time and effort, 
and avoids confusion, extra expense and unnecessary 
work. This is brought about by simplifying to a cer- 
tain extent the original drafts of proposed question- 
naires as prepared by Government commissions and 
boards. The latest example was the aid given to the 
Office of Price Administration by The Institute when 
the OPA was preparing the forms and instructions 
to be sent to 25,000 business concerns for the pur- 
pose of eliciting facts concerning prices and profits. 
A committee of The Institute performed a valuable 
service for the OPA in reviewing and simplifying 
the first drafts. 

This is a suggestion that should be emphasized 
and brought to the attention of federal officials gen- 
erally—namely, that outside advice be sought by 
those in positions of authority in Washington who 
are planning to send out questionnaires or other 
forms of inquiry to business concerns. Such advice 
could be had, particularly as to whether the pro- 
posed questionnaire or call for facts and figures is 
in such form that it can be answered without recast- 
ing the accounts and records of an average business. 

The outside advice is available to the Government 
without cost. If the inquiry is to deal with records, 
accounts, statistics, financial facts and similar mat- 
ters, much time and effort can be saved by consulting 
controllers, as they are the ones who will be called 
on by their companies to answer the inquiries. The 
controllers can point out without delay what por- 
tions of proposed questionnaires are unworkable, or 
unanswerable; what portions can be simplified, so as 
to conform to normal account setups; what portions 
duplicate information already in the hands of some 
governmental agency; and what portions can be 
strengthened so as to make available to Government, 
information that will be most useful. 

The answering of Government questionnaires has 
become a real burden on business, an extra expense 
of no small proportions, requiring the employment 


of extra help and the providing of additional office 
space. Anything that can be done to lessen the vol- 
ume of this work will be welcome, and will aid in 
prosecuting the war. That is one reason why control- 
lers, through their Institute, are willing to counsel 
with federal officials who plan to seek additional in- 
formation from business. They are glad to make 
their practical suggestions, based on their training 
and experience. This is a subject to which continu- 
ing effort should be devoted, as Government regula- 
tion, and perhaps control, expand and take firmer 
grips on business. 

Government wants information. It is the control- 
ler who has it. They should get together. 


Post-War Problems 


| Sao various sources one frequently hears that 
post-war planning should give way to plans for 
winning the war. There is an implication that post- 
war planning is almost unpatriotic. The man in the 
street believes however that official Washington has 
devoted much thought to planning the post-war 
economy, and that there are several blue prints in 
the desks of the officials in Washington describing 
proposed post-war moves of an economic character. 
Government, as a matter of fact, would be subject to 
severe criticism if it were giving no thought to after- 
the-war conditions and to plans for meeting them. 

Business is certainly making plans for the post-war 
years, and justly so. Nearly every business policy 
which is decided upon today is adopted with an eye 
to its effect on the future of a given business. Pro- 
tection of its assets and of its financial strength and 
ability to carry on, when peace comes, is of para- 
mount importance, if our economy is to survive. 

The Controllers Institute of America therefore has 
a strong Committee on Post-War Controllership 
Problems. The Committee had its first meeting on 
April 30, in Philadelphia, which was attended by con- 
trollers of more than a score of the larger companies 
of the country. A whole day was devoted to discus- 
sion. Material of the utmost value was developed. 
The Committee, under the chairmanship of Mr. 
Oscar N. Lindahl, Vice-President-Finance, of Car- 
negie-Illinois Steel Corporation, plans to issue a re- 
port in the near future, which is expected to be of 
great immediate value to controllers and to their 
companies. It is a constructive undertaking, by men 
who are in a position to speak authoritatively. 
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“WAR PROBLEMS” NUMBER 
A Valuable Tool for Hard Pressed Controllers 


HE full impact on controllership of the war is now being realized by controllers, 
who are finding it necessary to set up new routines to meet the additional respon- 
sibilities which they have been required to take over. 

The need of assembling specific information concerning these new problems and 
procedures was recognized by The Controllers Institute of America, which promptly or- 
ganized a War Conference of Controllers, to be conducted in New York City on April 
13. The four months which had elapsed since Pearl Harbor had indicated definitely the 
trend of the changes and of the additional procedures which would be required to en- 
able controllers to meet the new demands on their departments. 

The program of the War Conference was set up so as to bring out the maximum of 
information in the shortest time. One day was to be the limit of time to be devoted to 
the Conference. Controllers, though extremely busy, saw the wisdom of attending, with 
the result that large audiences participated in all of the sessions. ‘There were many 
standees during the greater part of the day. 

This “Special War Problems Issue” contains a complete report of the papers and 
addresses which made up the program of the War Conference, with the exception of 
those having to do with “Last-In, First-Out Inventorying.” In place of those papers, this 
Special Issue includes a report on that subject prepared by The Institute’s Committee 
on Technical Information and Research—a comprehensive document which covers 
many phases of this subject. 

In these 72 pages there is presented information which it is believed is of incalculable 
value to controllers. Many of those who attended the Conference, immediately upon 
emerging from the hall made inquiry as to when they could obtain copies of the speeches 
and papers. This prompt report, in this “‘War Problems Issue,”’ should be most timely, 
as it places in the hands of controllers without delay, the valuable material developed in 
the Conference. 

In addition to this report of the Conference proceedings this number includes a spe- 
cially prepared paper by President John A. Donaldson, of The Institute, who is vice- 
president of Butler Bros., Inc., of Chicago. Mr. Donaldson covers every phase of the 
changes and opportunities in controllership. He cites the hope of managements of busi- 
ness concerns generally that controllers will give to management the “figure service”’ 
which they need. 

Controllers, says Mr. Donaldson, can take steps now to prevent losses to their com- 
panies later, and he points out what those steps are. 

Says Mr. Donaldson: “One of the first considerations for the attention of the con- 
troller in times like these is that he be on guard to avoid weakening the long term finan- 
cial strength of his company.” Further: “Companies whose managements do not have 
sound accounting, control, and financial support during the period ahead are likely to 
suffer irreparable damage and even destruction before we get back to normal times.” 

A glance at the Table of Contents of this issue will indicate to the controller the time- 
liness of the articles presented here. ‘They constitute a valuable tool for these technicians. 
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THE WAY TO BETTER CONTROLLERSHIP 








Controllership and Some of Today’s 
Management Problems 


These are days in which our first 
interests are wrapped up in the win- 
ning of the war. This is true both in 
our private life and in our business 
activities. Every major move that any 
business organization makes now has a 
relation to the War effort of the na- 
tion. This is of course as it should be, 
and as it must continue to be. Every 
man in this room knows that final vic- 
tory is as dependent upon increasing 
industrial production of war materials 
as it is upon the fighting of our armed 
forces. 

We should therefore recognize that 
a great obligation rests upon each of 
us at this time. This is also true for 
our Controllers Institute of America, 
which is rapidly becoming one of the 
country’s leading business and profes- 
sional organizations. This obligation is 
to serve our country’s cause to the ut- 
most until Victory is gained. This is 
today’s great objective of business as 
an American institution and of all 
businessmen as individual citizens. 

However, we should also recognize 
that when the War is over, we will at 
once face a task hardly less gigantic 
than the Victory itself. This is the 
task of turning our economy back to 
peace time uses. In doing this, the 
great effort must be to maintain the 
private enterprise system and to re- 
establish our business life on an eco- 
nomically sound basis. The transition 
back to a peace time industry is going 
to challenge the strength and the in- 
genuity of American business with a 
severity equal to that of today’s War 
production program. 


RESPONSIBILITIES EVER INCREASING 


Therefore, as controllers of Ameri- 
can business we must meet today’s war 


By John A. Donaldson 


time problems of controllership and 
also prepare ourselves to carry ever in- 
creasing responsibilities during the post 
war period. If we are not planning 
ahead in this way, we will fail to meet 
the requirements when they come. At 
the same time we will miss a very real 
opportunity for unusual service to 
American business. 

At some unknown future date nearly 
every company in America must face 
the ultimate results of current develop- 
ments brought about by the war. I re- 
fer to such conditions as seriously in- 
flated price levels, the need for almost 
complete conversion of production fa- 
cilities back to a peace time basis, 
major changes in customers’ tastes and 
manufacturing techniques, the burden 
of a colossal public debt, a long period 
of high taxes, and continuing govern- 
ment control of business. Every man in 
this room during the best part of his 
remaining active business life must 
struggle and strive with his business 
associates to overcome the dire effects 
of our economy of these conditions 
that are growing up with the war. 

This certainly means that ever-in- 
creasing requirements and responsibil- 
ities are accumulating for controller- 
ship. The next ten years is going to 


be a period of long days and hard 
work for successful controllership. To 
many of us this may not be a pleasant 
thought, but if we are realists we will 
admit its truth and prepare ourselves 
to meet additional duties and respon- 
sibilities as they develop. 


BETTER PERFORMANCE NEEDED 


I am not going to attempt to dis- 
cuss with you tonight the broad eco- 
nomic problems and critical business 
conditions that are before us. I am 
simply making reference to them to 
establish the background which is forc- 
ing and will continue to force upon 
controllership a better performance 
and a greater service to American 
business. Controllership simply must 
develop into a generally broader and 
bigger field if it is to give to Ameri- 
can industry the service that is needed 
in the control and financial functions 
during the years ahead—both during 
and after the war. 

As a test to our perspective and vis- 
ion, I wonder how many controllers 
are today giving.serious thought to 
their responsibility for the preservation 
of the private enterprise system in 
American business. How many of us 
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POINTING THE WAY IN CONTROLLERSHIP 


This address by President John A. Donaldson of The Controllers 
Institute of America should be a challenge to every controller. 
The program which he sets forth is specific. Many if not all con- 
trollers will find in this paper, material which will be of immediate 
use to them, in many ways. It is these contributions to the litera- 
ture of controllership that build a greater calling. 

Mr. Donaldson spoke at a Tri-Control meeting in Buffalo on 


—THE EDITOR 
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are so seriously concerned about our 
obligation to be of greater practical 
service to management in these difficult 
days that we are really doing some- 
thing about it. Who of us are making 
any concerted effort to help educate the 
public, our stockholders, and our em- 
ployées on their stake in the dangers 
that are closing in on our national 
economy. Most of us feel that we are 
too busy with current every day work 
to give much thought to these bigger 
things. Yet, it is upon an effective per- 
formance of these responsibilities by 
individual businessmen that the future 
of the American system very largely 
depends. 


USEFULNESS TO MANAGEMENT 
First REQUISITE 


There was never a time when con- 
trollership had so big a field with so 
many problems before it. As a result, 
many controllers will be in serious 
danger of becoming so engrossed in 
the many intricate and technical tasks 
of their own work that they are likely 
to miss for themselves and their organ- 
izations some of the biggest and most 
important opportunities that will be 
laid before controllership during the 
next few years. 

I am not going to be so presumptu- 
ous tonight as to attempt to tell you 
men just how to solve these individual 
controllership problems or to try to 
give you a set of rules by the use of 
which you can capitalize on opportuni- 
ties as they arise. We all know that big 
things are not done in that way. I hope 
only to be able to stir up your interest 
and challenge your thinking on the 
obligation that controllership has in 
helping to solve many of the major 
problems that are now facing manage- 
ment. I further hope that I can con- 
vince you that controllership can and 
will meet this obligation if we con- 
trollers begin now to prepare ourselves 
and are then willing to put forth the 
necessary effort for the execution of 
this task. 

Most of the points which I will 


mention are closely related to the task 
of corporate management. At the 
start I want to say that in my opinion 
there is one all inclusive requirement 
that has been facing accounting execu- 
tives during the past few years. It em- 
braces all others that we may discuss 
here. That requirement is that control- 
lers and all other accounting men pro- 
duce a figure and control performance 
that will be of greater service and use- 
fulness to management. This consti- 
tutes a challenge that I believe account- 
ing and control executives must meet. 

In my opinion the management 
point of view has been given much too 
little consideration in the work of 
both controllers and public account- 
ants, until possibly within very recent 
times. Many of us have been so en- 
grossed in accounting theories, tech- 
niques, and procedures that are im- 
portant only to men in the account- 
ing profession that until recently we 
have overlooked the increasing need 
for developing an accounting and con- 
trol performance that has an adequate 
service to corporate management as 
one of its primary objectives. 


CONTROL AND FINANCIAL 
PROBLEMS FIRST 


We all know that during the past 
few years corporate executives have 
had to guide their companies through 
a maze of complications never before 
experienced. These difficulties have 
largely originated with a succession of 
related social and economic upheavals, 
such as the vastly changed relationship 
between business and government, the 
growing recognition of a greater re- 
sponsibility of business to the individ- 
ual and the quick, uncertain and some 
times abnormal movements in eco- 
nomic forces that so vitally affect busi- 
ness results, and finally the quick tran- 
sition to an almost complete and 
controlled war economy. 

These developments during the past 
ten years, following the vast expansion 
in many business enterprises during 
the 1920's, have now placed a burden 


upon management which requires a 
standard of service and utility from the 
control-accounting function that has 
not heretofore existed. Since early in 
the 1900’s industry in the United 
States has passed through broad period 
of years in which the manufacturing 
function and then the selling function 
have occupied the first place in fur- 
nishing management with its prob- 
lems. I think it is not too much to say 
that we are now probably entering into 
a period in our business history where 
control and financial problems will for 
a time require foremost consideration 
in the management function. 

This situation is being fully recog- 
nized by progressive executives and 
they are making determined efforts to 
meet it within their own organizations. 
The increasing importance that com- 
pany presidents are placing on the con- 
trol-accounting function is one of the 
important trends in corporate manage- 
ment today. Leaders in the public ac- 
counting profession are also thinking 
in the same way. Last September I 
heard an address at the National Meet- 
ing of The Institute by Mr. George O. 
May, who I am sure you will all agree 
is an outstanding leader in the public 
accounting field. Here is the first major 
point that he made in that address, 
and I quote: “‘Accounting like the cor- 
poration system is founded on utility 
and what is good accounting is de- 
termined by the results which it pro- 
duces. The test of good accounting is 
its usefulness, but this has not been 
fully appreciated in the past.” 

Our first thought then in discussing 
the relationship of controllership to 
management is that one of the biggest 
present-day necessities is for control- 
lers to produce a job that will serve 
corporation executives in the most use- 
ful and practical way. A controller 
must fully understand his company’s 
business and its management problems 
before he is prepared to do this job. 
Also, like nearly all problems this is 
one for which the controller must first 
obtain a broad understanding. When 
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this has been accomplished a specific 
solution to fit the needs of his particu- 
lar company can be readily worked out. 


BROAD, ALL-COMPANY QUESTIONS 


Let us now briefly consider a few of 
the things which are a part of this 
over-all requirement for greater serv- 
ice to management, to which execu- 
tive accountants and controllers should 
be devoting much attention. In most 
instances these are broad all-company 
questions, but they are matters in 
which accounting and financial men 
should be taking a leading part if 
management is to get the special guid- 
ance and help that it is entitled to in 
their solution. 

Many of these problems have a 
greatly increased importance due to the 
abnormal and unusual conditions 
under which business is now operat- 
ing. In this statement I am thinking 
about conditions such as (1) the dan- 
gerous inflationary forces that are in 
operation, (2) the almost unlimited 
demands of the War Program for 
greater expansion and increased pro- 
duction, (3) the unprecedented tax 
burden that is upon us with more yet 
to come, and (4) the general disloca- 
tions and stoppages in the business of 
many companies that are now taking 
place. These are the conditions through 
which business must be guided during 
the next few years. An adequate solu- 
tion for the accounting and control 
problems that are related to these ab- 
normal conditions is in my opinion the 
major current job of the controller. 
Companies whose management does 
not have sound accounting, control, 
and financial support during the pe- 
riod ahead are likely to suffer irrep- 
arable damage and even destruction 
before we get back to normal times. 

One of the first considerations for 
the attention of the controller or the 
executive accountant in times like these 
is that he be on guard to avoid weak- 
ening the long term financial strength 
of his company. The strong financial 
position of our corporations in the fu- 


ture was probably never more depend- 
ent upon the sound accounting and 
cost finding practices of today than is 
now the case. Profits are being greatly 
reduced through heavy tax charges. 
There is an element of unreality in the 
1941 and 1942 final net profit of many 
companies that is most threatening to 
their financial strength. There is great 
pressure for the payment of usual or 
even higher dividends. We have ab- 
normal demands for capital expendi- 
tures. Only a restricted market exists 
for new capital financing. Inflated 
values are constantly building up in 
inventories and capital additions. All 
of these major forces are working 
counter to the future financial strength 
of the companies that each of us is 
serving. 


PROBLEMS OF INVENTORY 
VALUATIONS 


We should not pass without consid- 
ering the problem of inventory valua- 
tions. Let us look at an illustration 
of some of the current inventory valua- 
tion problems in a typical manufac- 
turing enterprise. This illustration is 
the actual situation that exists in hun- 
dreds of manufacturing companies to- 
day. Volume of business being han- 
dled is two to three times higher than 
a couple of years ago. Much of this 
increase has been financed by current 
loans. Prices paid for raw materials 
and supplies have been increasing rap- 
idly. In many cases abnormally high 
inventories have been built up. Labor 
costs are going higher and higher 
with heavy extra costs for a large 
amount of overtime work. In many 
cases labor efficiency is decreasing. Ex- 
tensive additions to buildings and 
equipment have been necessary at in- 
flated costs to take care of the ab- 
normal volume being received and an- 
ticipated. 

This is a company that has a long 
manufacturing process with a slow 
inventory turnover. It is also one where 
the selling price of its products usually 
depends upon the market and com- 


petitive conditions existing at the time 
the product is ready for sale. At the 
same time this is an industry in which 
relatively high manufactured inven- 
tories must be carried at all times. 

There is not a man in this room who 
does not see in this illustration at 
least a dozen major problems in in- 
ventory valuations. What should be 
done with the serious inflation in val- 
ues that is constantly pyramiding itself 
in inventories? How should we han- 
dle the double time overtime expendi- 
tures for an important part of the 
plant labor cost? How fast and on 
what basis should we amortize the new 
buildings and equipment acquired to 
meet this emergency ? How should this 
depreciation charge be treated in in- 
ventory valuations ? 

There are a number of methods 
through which a sound balance sheet 
valuation of inventories can be main- 
tained under the conditions outlined 
in the foregoing. Some of the meth- 
ods that might be discussed are: (1) 
the inclusion of only normal or stand- 
ard costs in inventory values with all 
abnormal costs shown in a separate 
category. Under this method these ab- 
normal costs would be kept out of 
inventories and would be absorbed in 
current operations. (2) The use of the 
last-in-first-out method of inventory. 
However, as yet this seems well adapted 
to only certain lines of industry. (3) 
The use of a system of balance sheet 
inventory reserves to maintain inven- 
tory values at a normal level at all 
times. The major objection to this 
method is that it is not usable for Fed- 
eral Income Tax purposes. We will 
not take time to go into any further 
discussion of these different methods 
of maintaining sound inventory valua- 
tions. 


WILL FINANCIAL STRENGTH 
BE SAPPED? 


However, we can say in passing that 
the development of a sound policy to 
govern their treatment will be one of 
the most important things in the man- 
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agement of this company during the 
next five years. This policy will have 
a direct and important bearing on the 
annual profits which the company re- 
ports and the dividends which it pays 
during this war period. When later 
on economic trends turn downward, as 
they most certainly will, the policy that 
has been followed for inventory valu- 
ation will largely determine whether 
this company is able to get back into 
its more normal business volume in a 
sound financial condition or whether 
its financial strength will be greatly 
weakened or even completely de- 
stroyed. The policy on inventory valu- 
ation that is being followed now will 
in a major way determine the financial 
strength and possibly the continued ex- 
istence of the company five years 
hence. 

Another real problem lies in the 
many questions surrounding expendi- 
tures for capital assets and the amorti- 
zation of these expenditures under 
present day conditions. Under ordi- 
nary circumstances new capital expend- 
itures ate made only when a reason- 
able assurance exists that these assets 
can be used for productive purposes 
over the period of their normal life. 
This is hardly the situation under 
which many companies are being tre- 
quired to make capital expenditures 
today. 

Much of the current importance of 
this problem lies in the fact that so 
many of today’s fixed capital additions 
are necessitated by abnormally high 
production that cannot be expected to 
continue over any period of time. Yet, 
in many such instances it is impossi- 
ble to obtain for income taxes, contract 
costs, and other essential purposes an 
amortization schedule that will write 
these capital assets off over the prob- 
able period of their need for the pres- 
ent emergency. It is obvious that this 
situation can become very serious to 
the future earnings and financial posi- 
tion of a good many companies. 

The controller should be sure that 
his management is protected against 


a serious depletion of working capital 
and the incurring of abnormal current 
loans in its efforts to carry out a seem- 
ingly necessary capital expenditure 
program. In many cases the only al- 
ternative would seem to be additional 
permanent capital in the form of a 
long term debt or equity financing. 
However, these are most difficult times 
in which to obtain capital of this kind 
on any satisfactory basis. At the same 
time such financing for emergency 
needs always carries with it the dan- 
ger of having an inflexible top heavy 
capital structure for a period of time 
after the emergency period has passed. 

Provision for adequate current de- 
preciation of fixed properties has sev- 
eral new and vitally important angles 
that are likely to receive inadequate 
management attention. 


WHEN ExtTrA FACILITIES ARE 
PROVIDED 


The most evident of these problems 
is the need for an amortization sched- 
ule that will write off through recov- 
ered costs in the shortest reasonable 
time all new expenditures whose per- 
manent use under normal business 
conditions cannot be anticipated. It 
seems obvious that a heavy capital ad- 
ditions program should not be entered 
into by a company at this time unless 
definite plans have been made to tre- 
cover these capital costs during the an- 
ticipated period of abnormal business 
for which such properties are to be 
used. If this cannot be done and the 
extra volume is War Program work, 
then Government construction of 
these capital additions should be ob- 
tained. 

Another unusual situation is the 
problem of including in costs adequate 
depreciation on normal investment in 
machinery and equipment which is 
now being operated on a two or three 
shift basis. Also, under these condi- 
tions normal maintenance is many 
times slighted due to the constant need 
for the use of machinery. This means 
that many companies’ normal invest- 


ment in machinery and equipment is 
now actually suffering depreciation 
faster than it is being written. This is 
most likely to be serious in companies 
where liberal reserves for obsolescence 
of equipment after the end of the War 
are not being set up. 

Again, inflation in construction cost 
levels is building up a hidden prob- 
lem in the fixed property investment 
of many companies. This condition 
may become extremely serious in the 
after war period when much of this 
property must be replaced. Because of 
higher construction cost levels, the de- 
preciation reserves provided on present 
capital investment, even though it be 
fully amortized, will be seriously in- 
adequate to provide funds for replace- 
ments. For companies having a heavy 
investment in capital assets this can 
easily and unexpectedly become a seri- 
ous financial problem. Every controller 
should see that this situation is clearly 
understood by his company manage- 
ment now. 


RESERVES FOR CONTINGENCY 
LOSSES 


Another balance sheet problem to 
which I believe controllers should be 
giving their attention is that of setting 
aside some portion of current earnings 
in a general reserve for contingency 
losses which are not now known but 
which are bound to come to many 
companies with drastic severity during 
the uncertain years ahead. A number 
of years ago this practice was quite 
consistently followed by a good many 
conservative well managed companies. 

It seems to me unfortunate that an 
attitude developed during a period of 
years toward discrediting conservative 
management policies of this kind. In 
this I believe that much over-emphasis 
has been placed on the point that such 
a practice can understate current year’s 
earnings to the benefit of the earnings 
of later years. Probably some few com- 
panies have abused this conservative 
practice in past years. However, under 
present conditions I believe that, rea- 
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sonable conservatism carried out in this 
way should meet with general favor. 
You have probably noticed reserves of 
this kind in the year-end statements of 
many good companies. Certainly any 
such appropriation for post-war losses 
should be clearly set out on profit and 
loss statements. It should not be too 
much to at least hope that provision 
for such reserves be allowed as a tax 
deduction under the new 1942 Federal 
tax law now before Congress. I sug- 
gest that careful consideration be given 
to this general contingency reserve 
problem by all controllers during the 
year 1942. 

Many of our corporations have con- 
verted their operations almost entirely 
to war production during the past few 
months. Large numbers of additional 
companies will go through this conver- 
sion process in the period ahead. This 
transition period is filled with losses 
and dangers which can be avoided by 
good controllership. 


SoME Losses Nort EAsiLy RECOG- 
NIZABLE Now 


Here are a few questions to illus- 
trate the point: (1) How are costs, 
both direct and indirect, during this 
change-over period to be handled? To 
what extent should they be deferred 
and recovered directly from future op- 
erations for which the change-over is 
being made? What assurance exists 
that all costs that can be so handled are 
being treated in this way? To what 
extent should current provision be 
made for future losses on plant and 
equipment previously acquired for nor- 
mal operations but now dismantled 
and set aside for the duration? How 
great an obsolescence feature should be 
anticipated for this inactive equip- 
ment ? 

Every important move which a com- 
pany is making in its transition to war 
production is filled with unseen prob- 
lems of the kind just mentioned. It is 
safe to say that no business wants to 
make abnormal profits on war produc- 
tion. But it is equally important that 


the taking on of war production does 
not cause a company to unknowingly 
incur heavy losses that at present are 
not easily recognizable and that will 
later on seriously affect its surplus ac- 
count and even its financial position. 

Many corporations are now rapidly 
moving toward serious dangers of this 
kind. Protection of company manage- 
ments against these hidden pitfalls is 
one of today’s major responsibilities of 
controllership. 

The Government is handling a very 
large part of its war production on a 
contract basis with our corporations. 
Every controller should be very closely 
identified with the preparation of these 
contracts and with the execution of 
their provisions. If a controller does 
not take an adequate part in the con- 
tractual relations of his corporation 
with the Government, then his com- 
pany is taking chances of future losses 
and insufficient overall profit on these 
projects, that good business operations 
cannot justify even under emergency 
war conditions. This is true chiefly be- 
cause these contracts include many cost 
and accounting elements for the inter- 
pretation and projected application of 
which the controller or accounting 
trained men are required. Every alert 
capable controller is keeping a close 
check on his company’s contracts for 
war production. 


Post-WAR PROBLEMS 


How about the after-the-war pe- 
riod ? What are your company’s major 
problems most likely to be during the 
period following the war? In spite of 
exhaustive studies and much planning 
that may be done now, many of the 
post war problems will be new and un- 
expected. However, planning for peace 
time operations should for most com- 
panies be second in importance only 
to winning the War. 

The after-the-war period will un- 
doubtedly release many new inventions 
and produce many new products that 
will replace old established lines of 
goods. It will probably see more mass 


production with resulting lower manu- 
facturing costs. Distribution costs must 
be substantially reduced by leading 
companies in many industries. More 
serious competitive selling conditions 
will develop for many organizations. 
Great changes will probably take place 
in international trade relationships 
which will have an important affect on 
our foreign markets. During the war 
period many changes will have taken 
place in customers’ tastes and accept- 
ances which will make obsolete old 
lines of products that have for years 
successfully carried the operations of 
many corporations. Labor costs will 
continue higher than before the war. 

All these and many other equally 
uncertain but probable developments 
are major problems that will be wait- 
ing for management solution in nearly 
every company represented in this 
room, as soon as the war ends. Keen 
foresight and careful planning will be 
more essential than ever to successful 
management during the post-war era. 
A capable efficient controller will make 
for himself an important place in the 
post-war planning program of his 
company. 

I want to mention now some of con- 
trollership’s responsibilities to manage- 
ment which pertain more nearly to the 
normal every day peace time operation 
of our companies. Many of these re- 
sponsibilities may seem somewhat ob- 
scure now because of war conditions, 
but their importance to management 
will come back rapidly after the war 
is ended. 


FiGURES THAT MANAGEMENT 
CAN USE 


These responsibilities in composite 
make up the job of getting over to top 
executives a practical management wse 
of the facts and figures that are pro- 
duced in the controllers department. 
If his management is not being aided 
in a definite and practical way by fig- 
ures and reports, then the controller 
is not conducting a successful opera- 
tion. To be able to present figure facts 
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in a way that management can best use 
them is one of the greatest tasks of any 
man who is in charge of corporate ac- 
counting work. This is the field in 
which real opportunities for service to 
management exist. 

Presentation of pertinent facts on 
the operations of the business, their 
interpretation, and their projection into 
the future are now an essential need of 
every corporate management. The ac- 
counting men in the business are the 
logical people to do this work. How- 
ever, in many companies there is a 
question whether these men are pre- 
pared and equipped to handle the job 
as it must be done. In most organiza- 
tions this work is going to require a 
lot more self development and an ad- 
ditional amount of hard work by ex- 
ecutive accountants and controllers. 

It is generally agreed that most ac- 
counting men are well prepared to 
handle the technical duties that go 
with the job. But they must have more 
than this if they are to carry the full 
meaning of their figures to manage- 
ment in a successful way. They must 
know more about the operation of the 
various parts of the business than is 
usually the case. In the conduct of their 
work they must carry the management 
point of view. They must be able to 
talk and think with their president on 
the things in which he is interested. 
They must be imaginative and progres- 
sive in their thinking. This is the back- 
ground that it takes to get from figures 
the messages and interpretations that 
are being called for by top executives 
all over the country. If this background 
is not attained, it will hardly be pos- 
sible for an accounting executive to 
successfully give his management the 
kind of figure service that we are talk- 
ing about. 


MANY ACCOUNT SET-UPS 
INADEQUATE 


To be able to carry the meaning of 
figures to management first requires 
the establishment of a set of accounts 
that will effectively gather and classify 


the necessary original data from all 
sources within the company. The ac- 
count set-up of many companies will 
not meet this requirement. Accounts 
should cover the detail operations of 
every unit in the company. They 
should disclose all pertinent facts that 
are of management significance. An 
adequate account classification and a 
procedure for accumulating these ac- 
counts in clear and easily interpreted 
statements for the use of each execu- 
tive and department head is necessary 
before this service to management can 
start to function successfully. All re- 
ports and statements should be de- 
signed strictly to the needs of the exec- 
utives who are to use them. In too 
Many cases our accounting statements 
follow accounting forms and conven- 
tionalities that complicate this inter- 
pretation and greatly reduce their prac- 
tical management value. 

It is important that accounting and 
control reports to management be de- 
signed to tie directly into the organi- 
zation chart of the corporation. Such a 
set of reports should give to and inter- 
pret for the company president the 
essential facts on each separate opera- 
tion to which an officer or major de- 
partment head is assigned. These state- 
ments should be set up so that they 
will directly relate the good and the 
bad in each operation to the particular 
individual to whom the president has 
given the responsibility for its man- 
agement. The specific weaknesses and 
failures in each activity for which an 
individual is responsible should be 
clearly ascertainable from these re- 
ports. Statements of this kind are the 
essence of the type of figure service 
that aggressive management wants. 


OBJECTIVES SHOULD BE SET UP 


A good budgetary control system is 
the next thing that every controller 
should have if he is going to give an 
adequate figure service to his manage- 
ment. Some will claim that this can- 
not be done in a practical way in some 
companies or for some types of opera- 


tion. Without arguing the point it 
seems safe to say that sound budgetary 
control principles can be adapted to 
any operation if a practical minded 
controller gives sufficient thought and 
effort to their application. Every suc- 
cessful company must in some way 
plan its operations in advance. Such 
plans should be coordinated and te- 
flected in figures and facts in order 
that they can be understood and used 
by the various parts of the organiza- 
tion. Such a program should set up 
management requirements and objec- 
tives for every major operation in the 
organization. These objectives can then 
be used to provide the top executives 
with a basis for appraising results of 
each operation in the company. 

A flexible carefully designed budget 
program will produce a practical man- 
agement service in the planning and 
administration of the operation of most 
companies. It seems to me that no 
controller can properly serve his man- 
agement unless he is carrying out a 
sound budgetary control program. Im- 
provement of this kind of work is one 
of the major problems of accounting 
executives today and it will become 
even more important during the years 
ahead. 


NEED FOR ACCOUNTING RESEARCH 


I want now to mention briefly the 
need for accounting research that ex- 
ists in the corporate accounting field 
today. Industrial accounting has many 
problems now, but it is going to have 
many more and many large problems 
in the future—particularly in relation 
to its responsibility to management. 
Present problems as well as trends to- 
ward new problems need a lot of re- 
search study by practical management 
minded accounting men. After a num- 
ber of years of struggling effort most 
companies now have a fairly good sys- 
tem for allocating manufacturing costs 
to products. 

But I wonder how many companies 
have a good system for determining 
distribution costs by products. If the 
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practical use of such a system were 
generally available, it would undoubt- 
edly change the lines of products and 
methods of distribution for many com- 
panies. How many organizations know 
the effect on their dollar profit of re- 
lated changes in tonnage volume and 
price levels either by departments or 
for the company as a whole? This in- 
formation would probably bring im- 
portant changes in selling policies with 
resulting improvement in dollar earn- 
ings. How many companies are using 
figure information to the degree pos- 
sible in getting a more accurate meas- 
ure on the performance and relative 
value of their key personnel? How 
many companies need better profit in- 
formation on lines of product by sales 
territories? How many companies are 
using the best accounting practices, 
particularly in fixed asset depreciation 
and inventory valuation, to protect 
them against inequitable income tax 
charges over the next few years? How 
many companies are adequately pre- 
pared in their control organization to 
foresee and bring to the attention of 
management the many loss causes and 
financial dangers that are surrounding 
every business today ? 

You can answer these questions as 
well as I, but I am sure we will agree 
that most controllers’ organizations 
have hardly scratched the surface in 
this research work. Yet, this work by 
answering questions like those just 
given, can be of major importance to 
the profit performance of a great many 
companies. Questions like these will 
continue to come up in greater number 
and with greater importance in future 
years. 

It seems to me that one of the real 
needs in the accounting field today is 
that controllers keep their work more 
nearly abreast with the requirements 
of their managements. Research ac- 
counting can be of great value in this 
respect. If research accounting had 
been well used in the past, many of 
our present control and financial prob- 
lems would have been solved before 


they became problems—and at an im- 
portant saving to many companies. 
Such an activity in companies of any 
size can be made to pay its way many 
times over during the next few years. 


Must RECOGNIZE NEED OF IN- 
DIVIDUAL DEVELOPMENT 


I would now like to talk for a min- 
ute about the personal qualifications 
of the controller. As a group of con- 
trollers I think we are not frank with 
ourselves if we do not readily recog- 
nize the need for individual develop- 
ment and growth on the part of con- 
trollers. The job of controllership has 
advanced very rapidly during the past 
few years. In that time it has gone 
through a period of evolution from 
which it is emerging as one of the ma- 
jor executive functions in American 
business management. 

As a result of this rapid growth in 
the controllership function, many con- 
trollers must personally go through an 
equally important development before 
they are able adequately to fill in their 
companies the present greatly expanded 
field of controllership. Most control- 
lers will freely admit the serious per- 
sonal problem that they have in keep- 
ing up with the growth of their profes- 
sion. 

Thorough accounting training, ade- 
quate experience, and a good company 
background are as important as ever 
in the qualifications of the controller. 
But the successful controller of the 
future must also have those other qual- 
ities that make a well rounded out 
business executive. Controllers must be- 
come more management minded. They 
must develop a broader perspective. In 
many cases the power of better adapt- 
ability is needed. Controllers should 
build better organizations under them 
so that more time can be spent on 
matters of all company importance. 
Many of us need a better conception 
of relative values in our every day 
duties and contacts. We also greatly 
need the skill and ability to do a real 
control job for our company presidents 


in a spirit and with an attitude that is 
entirely objective and impersonal. 

What I am saying about the qualifi- 
cations needed in a good controller 
may seem critical but it is not new or 
original. These are the things about 
controllers that are being said by many 
aggressive top executives throughout 
the country, who want to use control- 
lership in a much bigger way in their 
own organizations. If we are smart, 
we will take these criticisms as a chal- 
lenge for improvement and an oppor- 
tunity for greater service. 


TREND Is TOWARD GREATER 
RESPONSIBILITIES 


In closing I want to leave with you 
my conviction that controllership has 
before it a future of much greater rec- 
ognition and broader responsibilities, 
if controllers can build themselves and 
their work up to increasingly higher 
levels of practical value to manage- 
ment. This is the trend at the present 
time. It is a trend that will become 
much stronger in the immediate years 
ahead. The problem of controllership 
is to keep abreast with this movement 
for greater usefulness and more util- 
ity in control work. This will require 
better planning, better procedures, bet- 
ter organization, greater alertness, and 
much self improvement from all of us 
who are in controllership work. 


WARNS OF DANGERS OF 
INFLATION IN USE OF 
BANK CREDIT 


Employment of bank credit by gov- 
ernment to supplement funds received 
from taxation and saving is a directly 
inflationary device, and whether it is 
dangerous will depend almost entirely 
on the extent to which it is used and 
the volume of genuinely productive 
business which the new purchasing 
power can stimulate, Dr. Paul F. Cad- 
man, economist of the American Bank- 
ers Association, warned February 3 at 
the annual dinner of the New York 
Credit Men’s Association in the Hotel 
Waldorf-Astoria. 
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Government’s General Accounting 


Office Must Have Original Records 


First, gentlemen, let me convey to 
you the sincere regrets of Mr. Frank 
L. Yates, who was to represent the 
Comptroller General here this morn- 
ing, that he is unable to be present. I 
shall probably fall short of shedding 
the same light on the subject of this 
address as he could have, but I shall 
do my best. 

Before we consider the main subject 
of the relationship between you and 
the Comptroller General of the United 
States, let us first see just what is this 
General Accounting Office which the 
Comptroller General heads. As pres- 
ently established under the provisions 
of the Budget and Accounting Act 
passed by Congress in 1921, the Gen- 
eral Accounting Office is charged with 
the functions of audit and control of 
all Federal receipts and expenditures, 
with the exception of a comparatively 
few corporate enterprises of the Gov- 
ernment. 

It should be noted in passing that 
the 1921 act made two important fun- 
damental changes in the accounting 
control structure of the Federal Gov- 
ernment. First, it definitely combined 
under one head—the Comptroller Gen- 
eral—the audit functions which previ- 
ously had been vested in six separate 
auditing offices, and the control func- 
tions of the Comptroller of the Treas- 
uty. The latter had appellate but not 
administrative jurisdiction over the 
auditors. Thus, conflict in the appli- 
cation of laws and decisions in the 
audit of receipts and expenditures was 
eliminated by the 1921 act. 

Secondly, the audit and control 
functions which previously had been 
under the jurisdiction and possibly the 
domination of the executive branch of 


By J. C. Nevitt 


the Government—that is, the spending 
branch—were specifically made inde- 
pendent of the executive branch and 
directly responsible to the Congress, 
which as the elected representatives of 
the taxpayers exercises the real control 
over what money shall be collected, 
withdrawn from the Treasury, and the 
purposes for which it may be spent. 


SETUP OF GENERAL ACCOUNTING 
OFFICE 


It is the Comptroller General’s man- 
date from Congress to see that these 
three things are done in accordance 
with the will of the Congress as ex- 
pressed in the various statutes. To ac- 
complish this, the General Accounting 
Office as presently organized has five 
principal divisions in addition to sev- 
eral staff components. I believe we are 
interested mainly this morning in three 
of these divisions, the Accounting and 
Bookkeeping Division, the Audit Di- 
vision, and the Claims Division. 

The accounting control function is 


exercised through the Accounting and 
Bookkeeping Division. Funds collected 
on behalf of the United States are cov- 
ered into the Treasury of the United 
States through the process of a so- 
called covering warrant. These cover- 
ing warrants are countersigned by the 
Comptroller General and are credited 
on the books of the General Account- 
ing Office to the particular revenue or 
appropriation accounts indicated, if 
found to be proper. You may recall 
that Article I of the Constitution of the 
United States provides that: 


“No money shall be drawn from the 
Treasury, but in consequence of appropri- 
ations made by law, * * *” 


Pursuant thereto, so-called appropri- 
ation warrants, requiring the counter- 
signature of the Comptroller General, 
are issued by the Secretary of the 
Treasury. These warrants set up 
amounts under separate appropriation 
headings only in accordance with ap- 
propriation acts passed by Congress, 





General.”’ 


Divisions. 





| MORE THAN NINE MILLION CHECKS A MONTH, 
| FOR RECONCILIATION 


That is the record of the General Accounting Office of the | 
Comptroller General of the United States, during the nine months | 
to the end of March, 1942, according to Mr. J. C. Nevitt, assist- | 
| ant Chief of the Planning and Budget Section of the office of the | 
| Comptroller General of the United States. This record was set 
| forth by Mr. Nevitt during his address to the War Conference 
| of Controllers in New York City on April 13. The title of his ad- 

dress was ‘A Business Controller’s Relations with the Comptroller 


| Mr. Nevitt’s address served to enlighten his hearers with re- 
spect to the procedures of three of the five Divisions of the Comp- 
troller General’s office—the Bookkeeping, Audit, and Claims 
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and are recorded on the books of the 
General Accounting Office. 

Funds represented by these appro- 
ptiation accounts are placed to the 
credit of various disbursing officers for 
payment purposes in a checking ac- 
count with the Treasurer of the United 
States by means of an accountable war- 
rant, likewise required to be counter- 
signed by the Comptroller General. 
The disbursing officer is charged on 
the books of the General Accounting 
Office with. the amount so placed to his 
credit through the medium of this ac- 
countable warrant. He generally ob- 
tains credit against this charge in only 
two ways, by presenting proper evi- 
dence of disbursement for a legal pur- 
pose, i.e., a purpose authorized by the 
appropriation act that he is spending 
from, or by returning to the appropri- 
ation account the balance remaining in 
his checking account. The evidence of 
his transactions is submitted through 
the medium of a required periodic ac- 
counting—usually monthly—consisting 
of a so-called account current sup- 
ported by paid vouchers and other doc- 
uments. The account current is a debit 
and credit summation of his transac- 
tions during the accounting period. 

He is required to charge himself on 
this account current with all moneys 
advanced on accountable warrant, and 
he claims credit for all disbursements 
made or balances deposited. The ad- 
vances and deposits are verified with 
the warrant records previously men- 
tioned, and the disbursements are au- 
dited as I shall presently explain. If 
the disbursing officer admits a balance 
due the United States he must show 
how this is held—usually either in his 
checking account with the Treasurer of 
the United States, or in cash held by 
the officer. Any cash balance claimed 
must be supported by the certificates 
of two disinterested Government of- 
ficers that they have actually verified 
the cash on hand. 

The checking account balance is rec- 
onciled in much the same manner as 
you would reconcile your bank ac- 


counts, through the medium of paid 
checks and statement of depository ac- 
count received from the Treasurer, and 
a list of checks drawn, or check copies 
submitted by the officer. This com- 
pletes the accounting cycle and it will 
be observed that accounting control is 
exercised over moneys received, ap- 
propriated, expended, on hand or in 
depository accounts. 


AupiT DIVISION 


The Audit Division is the next part 
of the General Accounting Office to be 
considered. This division examines 
contracts as to the legality of their pro- 
visions, and determines the propriety 
of the individual receipt and disburse- 
ment transactions included in a dis- 
bursing officer’s account. Upon the re- 
ceipt of a disbursing officer's account, 
the vouchers, with their supporting 
documents representing the payments 
made, are segregated into various 
classes and are forwarded to the sec- 
tion of the Audit Division whose job 
it is to audit that particular class of 
payment. What does this audit con- 
template ? 

Section 3678 of the Revised Statutes 
of the United States provides that: 


“Except as otherwise provided by law, 
sums appropriated for the various branches 
of expenditure in the public service shall 
be applied solely to the objects for which 
they are respectively made, and for no 
others.” 


Therefore, fundamentally three basic 
factors are for determination in the 
audit: 

(1) That an appropriation must 
have been made by the Congress. 

(2) That the appropriated money 
must have been used solely for the pur- 
poses for which the appropriation was 
made. 

(3) That the voucher is correctly 
computed and is in proper form, i.e., 
sufficiently recites the facts or is sup- 
ported by required documentary evi- 
dence to reasonably show that service 


has been rendered or supplies and ma- 
terials received. Of course, if the 
voucher represents a payment made un- 
der a contract there must be sufficient 
evidence present to show that the con- 
tract provisions have been complied 
with and the payment made accord- 
ingly. If either of these audit tests 
fails, credit claimed by the disbursing 
officer for the payment is not allowed 
and the amount of the questioned item 
remains charged to him on the books 
of the General Accounting Office as 
previously mentioned. He is notified 
of the question raised and if he fails 
to clear it by explanation, submission 
of required supporting data, or collec- 
tion and deposit of the amount in- 
volved, it is included in the settlement 
of his account as an item for which he 
has failed to account properly and he 
and his surety become responsible for 
the balance, and failing to pay it, are 
ultimately sued therefor in the United 
States courts. 


CLAIMS DIVISION 


The third branch of the General 
Accounting Office mentioned is the 
Claims Division. The demands against 
the United States coming before the 
General Accounting Office for settle- 
ment as claims are generally those 
which involve questions of such com- 
plexity and doubtful legality as to pre- 
clude their payment by disbursing of- 
ficers. The settlement of such claims 
involves a full legal analysis of sup- 
porting documents such as contracts, 
leases, deeds, abstracts of title, letters 
testamentary, trust agreements, articles 
of incorporation, dissolution agree- 
ments, negotiable instruments, court 
orders, petitions in bankruptcy, and 
the like. In fact most any class of 
legal document. 

Claims are received both through 
operating agencies of the Government, 
and what is more important for you to 
know, they are also received directly 
from claimants. Every claim against 
the Government results from some act 
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of administration. It is therefore the 
policy of the General Accounting Of- 
fice to refer all claims which have not 
been administratively examined to the 
administrative or operating agency con- 
cerned for its report of facts and rec- 
ommendation. 

After very thorough consideration 
of a claim, a certificate of settlement 
showing the amount found due, is is- 
sued. This settlement is paid in one 
of two ways. It may be forwarded to 
the Treasurer of the United States for 
payment based on a warrant counter- 
signed by the Comptroller General au- 
thorizing the withdrawal of the 
amount from the Treasury; or it may 
be forwarded to a disbursing officer for 
payment by his check the same as any 
other payment made by him. 

I have felt it important to refer to 
this matter of claims against the 
United States and their settlement, as 
many of the more complex ones arise 
under contracts; and I believe at this 
particular time we can almost sum up 
a business controller's relations—your 
relations—with the Comptroller Gen- 
eral of the United States in two words, 
“War Contracts.” 


CLASSES OF WAR CONTRACTS 


These war contracts may be divided 
into three general classes as to their 
payment provisions: 


(1) Fixed price or lump sum. 

(2) Sliding scale; i.e., a fixed price 
subject to an escalator provision due to 
changing labor or material costs. 

(3) Cost-plus-fixed-fee. 


Legislation to meet war conditions 
and to provide for the sinews of war 
has generally permitted contracts to be 
entered into by negotiation—i.e., with- 
out competitive bidding, and on a cost- 
plus-a-fixed-fee-basis. Neither of these 
practices is often permitted by Con- 
gress in normal times, as it has been 
felt they lessen protection of the pub- 
lic moneys. It naturally follows, there- 
fore, that extreme care must be exer- 


cised to protect the public interest, not 
alone in negotiating the terms of a 
contract, but also in the application of 
the cost and payment provisions 
thereof. 

Frankly, from the standpoint of pay- 
ment, a contract on a fixed-price basis 
is by far the simpler type both for you 
and for the Government. It is appre- 
ciated, of course, that present labor 
and material markets often negative 
the advisability of using this form of 
contracting; but if it can be done in 
any instance with reasonable protection 
to both the United States and the con- 
tractor, both parties will benefit. 

Sliding scale contracts are somewhat 
more involved in the accomplishment 
of their payment, in that basic data 
establishing escalator or adjustment 
factors must be submitted in support 
of the payment. However, if at the 
time such a contract is being entered 
into careful consideration is given to 
just how the payment provisions are to 
be met, later difficulties can be avoided. 


MustT PRESERVE ORIGINAL RECORD 


Cost-plus-a-fixed-fee contracts have 
presented by far the greatest difficulties 
both to the contractor and the Govern- 
ment. You have seen that a United 
States disbursing officer is required to 
submit his paid vouchers to the Gen- 
eral Accounting Office for audit, and 
that these vouchers must have support- 
ing data sufficient to show that a 
proper payment has been made. Why 
is this? Why in the case of a cost- 
plus contract cannot the General Ac- 
counting Office go to your plant and 
make an audit from your accounting 
records? Because the General Ac- 
counting Office is required by law to 
preserve the original record on which 
it bases its audit and _ settlement, 
whether it be a payment by a disburs- 
ing officer or a direct settlement by the 
General Accounting Office. 

There are two principal reasons for 
this. First, from the accounting stand- 
point the record must be available in 


the event of subsequent payments or 
claims arising from the same transac- 
tion. Secondly, in the matter of leg- 
islative policy these records of public 
payments must be available for Con- 
gressional scrutiny in the public inter- 
est. The Congress has shown a lively 
interest in such matters recently, and 
no doubt will continue to do so. 
Therefore, some of you who may 
have wondered about this in the past, 
can as accounts and controllers now see 
the fundamental distinction between 
your responsibilities as business con- 
trollers and those of the Comptroller 
General of the United States operating 
under specific provisions of law de- 
signed to protect us all as taxpayers. 


RECOGNIZE NEED OF SPEEDY 
SETTLEMENT 


The Comptroller General and those 
serving under his direction in the Gen- 
eral Accounting Office may not, in the 
proper performance of their duties, 
pass illegal expenditures and may not 
allow claims not properly payable un- 
der the facts and law applicable. No 
one present here this morning would 
countenance any variation from this 
basic course. The fact that we are at 
war does not suggest variation. How- 
ever, none are more keenly aware that 
the successful prosecution of the war 
is the paramount task of the nation 
than are the Comptroller General and 
the members of his staff. The Comp- 
troller General has left no doubt in 
many decisions that it is his constant 
purpose to contribute in every proper 
and practicable manner to successful 
and speedy operations under war con- 
tracts so far as payment provisions are 
concerned. I could cite many examples 
if time permitted. I shall cite one as 
a ready illustration. 

In a decision of January 2, 1941, in 
enunciating the basic principles relat- 
ing to documentary evidence required 
in support of cost reimbursements to 
contractors, the Comptroller General 
stated that should they prove imprac- 
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ticable in certain instances, consider- 
ation would be given to alternative 
suggestions to the end that prompt 
payment could be made, consistent 
with reasonably safeguarding the pub- 
lic interest in the matter. 


VOLUME OF TRANSACTIONS 


Before closing I should like to give 
, you some indication of the volume of 
work of the General Accounting Of- 
fice. These figures are current, based 
on the period from July 1, 1941, to 
March 31, 1942: 


1. Various classes of warrants exam- 
ined and countersigned, 41,267. 


2. Contracts received for examination, 
1,097,367. 

3. Vouchers received for audit, 18,- 
652,353. 

. Paid checks received for reconcili- 
ation representing individual pay- 
ments made, 87,635,947. 

5. Claims received for direct settle- 

ment, 90,092. 


aN 


Comparison with your own volume 
of business might be interesting. The 
average annual cost of the work of the 
General Accounting Office over the 
last ten-year period, compared with the 
total Federal expenditures audited by 
the General Accounting Office, has 
been one-tenth of one cent—one mill 


—to the dollar of audited expenditure. 
With the huge increase in expenditure 
due to the war it is anticipated that this 
dollar audit cost will drop sharply, and 
it may not exceed two-tenths of a mill, 
or one-fiftieth of a cent, for each dol- 
lar of expenditure audited. 

And now, Mr. Chairman, in accord 
with your program I shall stand by 
for any questions until after the next 
speaker, who I believe is prepared to 
give you the details of some of the 
more troublesome contract require- 
ments. If any of you have questions 
on the subject which you do not feel 
would be of general interest to the 
meeting I shall be glad to discuss them 
with you after the session. 


Misunderstandings and Errors in 
Government Contracting 


I shall start this address with a ques- 
tion. What amount do you think Con- 
gress appropriated for national de- 
fense from July 1, 1941, to March 10, 
1942? 

The answer is, $102,000,000,000. I 
have a tabulation of those figures here 
which I will leave with you, Mr. Chair- 
man. Of that amount, $60,000,000,- 
000 is for the War Department. The 
second largest is $19,000,000,000 for 
the Emergency Fund for the Presi- 
dent. Of that amount, about $18,- 
500,000,000 represents Lend-Lease 
money. The third largest appropriation 
is for the Navy, $17,000,000,000. 
Of course, all of that money will not 
be spent this year, but a good portion 
of it will be, and of that portion that 
is spent, much of it will be by contract. 
Of course, those expenditures will in- 
volve a lot of errors and irregularities. 

As the chairman has stated, I would 


By E. W. Bell 


prefer to class these errors and irregu- 
larities as misunderstandings rather 
than violations of the law, because I 
think few of them are violations of 
the law. 


I have divided my subject into four 
subdivisions. The first is the execution 
of the contract; second the perform- 
ance of the contract; third payments 
under the contract; and fourth what to 





| countered. 





| FOR PROMPT PAYMENT BY GOVERNMENT, COMPLY WITH 
AUDIT REQUIREMENTS 

Mr. Bell dealt in his informal address with a number of subjects 

| which are of great interest to controllers, including the terms of 

| war contracts, performance, what to do and what not to do in 

order to obtain prompt payments from the government, and 

cited a number of cases which illustrated the difficulties en- 


| The speaker has spent twenty-four years in the General Ac- | 
| counting Office. He was appointed a clerk in the overseas office | 
| at Paris in April, 1918 and after his return to the United States 
was advanced regularly, reaching his present position as Chief of 
the Audit Division in 1933. That Division is responsible for the 
audit of all receipts and expenditures of the government with the 
exception of those of the Postoffice Department. 
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do to expedite payments. I will attempt 
to give you a few specific cases. 

In the first case, we find that some 
Government employees exceed their 
authority. We had a case in which a 
number of airplanes were purchased by 
a non-military activity, but there was 
no provision of law for the purchase. 
They did have an appropriation to 
maintain airplanes. They did not have 
an appropriation to purchase airplanes. 
They had to go to Congress for a new 
appropriation, and it took them more 
than a year to get their money. 

Cost plus a percentage contracts are 
generally prohibited. Under the Act of 
July 2, 1940, it is provided that the 
cost-plus-a-percentage-of-cost system of 
contracting shall not be used under 
this section, and occasionally a con- 
tracting officer will attempt to make a 
contract on that basis. You cannot re- 
ceive any money on the basis of the 
contract, but those cases will be con- 
sidered by our claims division on the 
basis of what the services or material 
is worth. 


RIGHTS OF GOVERNMENT MuST 
BE PROTECTED 


Occasionally a contractor or Govern- 
ment officer attempts to contract away 
the rights of the Government. In one 
case they attempted to bind the Gov- 
ernment to make a final audit not less 
than six months after the completion 
of the job. In another case, they at- 
tempted to reimburse the contractor 
for all payments made by him regard- 
less of whether they were overpay- 
ments or proper payments. The comp- 
troller held that those provisions were 
illegal. 

Generally, purchases in excess of a 
certain amount require that there be 
advertising in advance for bids, that is 
under the lump-sum contract. In other 
words, you have to know what the 
open market limitation is for that de- 
partment before you know whether a 
contract should be made after adver- 
tising. 


Then, on leases, you cannot make a 
lease for an amount exceeding fifteen 
per cent. of the fair market value of 
the property. That is determined by a 
number of factors, including the value 
of the premises, the location of the 
facilities, and other matters. 

Occasionally the contractor makes 
an agreement with the Government 
to furnish something that the Govern- 
ment has already contracted for under 
the general supply schedule, so if it is 
on the general supply schedule, the 
general rule is that you cannot make a 
contract for that particular article if 
it is mandatory that the article be pur- 
chased from the contractor on the gen- 
eral supply schedule. However, if you 
do, you will be held down to the gen- 
eral supply schedule price, which will 
probably be less than your price. 

Most contracts require a perform- 
ance bond. Where such bonds are re- 
quired and you complete the contract 
without furnishing the bond the pre- 
mium on the performance bond is de- 
ducted from what is otherwise due you. 

On the substitution of articles of 
equal value, some contractors have run 
into trouble attempting to substitute 
an article and bill for another on the 
theory that if the Government gets 
equal value it has not lost anything, 
but that practice is frowned upon, and 
if it is detected, it generally results in 
a refund from the contractor. I re- 
call seven contractors refunding about 
$29,000 for substituted articles. They 
actually furnished the Government ma- 
terial of equal value, but they were 
required to refund $29,000. 


COMPLIANCE WITH LABOR STATUTES 


The next subject ties in with an arti- 
cle I saw on the front page of this 
morning’s paper. Most of you have 
probably heard about it. It is the fail- 
ure to comply with labor statutes. Of 
course, the General Accounting Office 
has nothing to do with enforcement of 
labor statutes, but if it is one of the 
requirements of the contract, and if 


you do not comply, the Department of 
Labor or some other department will 
talk to you about it. There are possibly 
six or eight of those statutes, such as 
the Bacon-Davis Act, the Walsh-Healy 
Act, the Kick-Back Act, the Eight- 
Hour Law, the Convict Labor Clause, 
the Fair Labor Standards Act, and Ex- 
ecutive Order 8,802, dated June 25, 
1941. This order provides that all con- 
tracting agencies of the United States 
shall include in all defense contracts 
hereafter negotiated by them a provi- 
sion obligating the contractor not to 
discriminate against any worker be- 
cause of race, creed, color or national 
origin. 


PERFORMANCE OF CONTRACT 


Under the performance heading, 
sometimes you fail to comply with 
specifications. As a general rule, the 
material is either rejected or may be ac- 
cepted subject to adjustment in price. 

I can cite one extreme case in which 
one firm was paid $25,000 under a 
contract to furnish certain plans and 
manufacturing data to another firm, 
and through error furnished the wrong 
plans and data. The result was that 
the second firm was working on some 
obsolete plans and the entire work was 
wasted. Of course, the first firm not 
only had its payment suspended for 
failure to comply with specifications, 
but it also may be held accountable for 
the resulting damages. 

Sometimes the contractor will at- 
tempt to perform additional work 
without proper authority. He must have 
proper authority before he can be paid 
for additional work. 

On the matter of assignments, some- 
times illegal assignments are made. 
Under 3,737 Revised Statutes, you can- 
not assign your contract. However, 
under the Assignment of Claims Act, 
1940, you can assign moneys due 
under the contract. 

Under a cost-plus-a-fixed-fee con- 
tract, an attempt is made sometimes to 
increase the fixed fee based on in- 
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creased costs without any change in the 
scope of the work. Generally there is 
no increase in the fee unless there is 
additional work, with consideration 
flowing to the Government. 

Here is another cost-plus contract in 
which the president, the treasurer, the 
director, the vice-president, the general 
manager, the silent partner, and the 
son of one of the presidents, all mem- 
bers of the prime contractor's firm, ap- 
pear on the pay roll, claiming reim- 
bursement for duties performed as a 
purchasing agent, field auditor, super- 
intendent, controller, assistant superin- 
tendent and timekeeper. We have 
taken exception to that in the accounts. 

We come to one subject here involv- 
ing a lot of duplicate payments. These 
are caused by certifying more than one 
original invoice. The departments may 
tell you to certify two or three, but 
that is where you get into trouble. The 
General Accounting Office has held 
only one original invoice should be cer- 
tified. I have one case here of a dupli- 
cate payment of $126, for ginger ale 
and sparkling water. Two invoices 
were certified and the disbursing offi- 
cer paid both. 

Then sometimes you will bill at the 
end of the month, and if you do not 
get your money promptly, you put in 
another bill, and the disbursing officer 
will pay both, and then we call on you 
for a refund. In connection with this 
ginger ale, we were examining some 
accounts the other day and we found 
whiskey charged to the stationery ac- 
count. I have heard that if you drank 
enough of that it would make you 
stationary, but it is the first time I ever 
heard of charging whiskey to a station- 
ery account. I believe you accountants 
will agree that that was an improper 
allocation. 

We have thousands of duplicate 
payments, and you will run into trou- 
ble as long as you certify more than 
one original invoice. 

I shall not have time to cover the 
entire subject of overhead, but you 


have a lot of things charged to over- 
head that should not be in there. That 
is quite a long subject. 

Here is a case of profits in the com- 
missary. A contractor was required to 
maintain the commissary at such a 
level as to avoid either substantial 
profit or loss. Despite this, a profit of 
more than $27,000 was earned in less 
than five months, which the contractor 
attempted to retain. We called upon 
him for a refund, and he has refunded 
the $27,000. 

I have two more cases here involv- 
ing brokers and intermediaries. A firm 
paid a broker $124,000 profit to pur- 
chase $138,000 worth of machinery. 
The contractor could have hired a pur- 
chasing agent much cheaper than that. 
This transaction has been questioned. 

Here is a case in which the contract 
provided that the Government would 
pay the contractor for all machinery 
to which the Government took title. 
The contractor billed the Government 
for more than $308,000 worth of ma- 
chinery for the contractor's account. 
That amount has been suspended since 
September, 1941, and we have not re- 
ceived a reply to the notice of excep- 
tion. 


TAKE EXCEPTION TO PAYING FOR 
LICENSING 


Here is one of the larger items in- 
volving a right to manufacture. We 
have taken exception to about ten mil- 
lion dollars’ worth of expenditures for 
licensing rights because the Govern- 
ment had previously purchased the 
rights under contracts for manufactur- 
ing similar equipment. The Govern- 
ment paid for the experiment and im- 
provement on this product, but when 
the equipment was manufactured by 
other firms it cost about $3,000 more 
on each article for the licensing rights. 

In some cases cost plus contractors 
fail to obtain the lowest price. On one 
project, the same ready-mixed concrete 
contractor was selling concrete to one 
firm for ten dollars and _ thirty-five 


cents, and to another firm at the same 
project for seven dollars and sixty 
cents. 


EXPEDITING PAYMENTS 


In order to expedite payments, it 


* would seem that you want to be sure 


that you are dealing with an authorized 
person and that he is acting within the 
scope of his authority; that the con- 
tract is authorized under an appropria- 
tion made by Congress; that care is 
exercised in preparing bids and in- 
voices, especially the invoices; and that 
you submit your bill promptly and in 
proper form. If you do this, you 
should not experience any delay in re- 
ceiving payment. Of course, some de- 
lay is experienced in the War Depatt- 
ment, the Navy Department, and the 
other administrative agencies, but I 
think very little delay is in the General 
Accounting Office. [Applause] 


INSTRUCTIONS ISSUED ON 
FILING MANAGEMENT 
COMPANY REPORTS 

The Securities and Exchange Com- 
mission announced the last of January 
a further step in its program of sim- 
plifying filing requirements in the 
adoption of a single annual report 
form for management investment com- 
panies under the Securities Exchange 
and Investment Company Acts. 

The new form, known as N-30-A-1, 
will largely supplant forms 15-K, 17-K 
and 2-M under the Securities Exchange 
Act. It is the first periodic report form 
to be adopted under the Investment 
Company Act. Form N-30-A-1 is de- 
signed to bring up to date, as of the 
close of a company’s fiscal year, the 
information originally supplied by 
each management investment company 
in its registration statement under the 
Investment Company Act. Most of the 
items of the form require information 
only if some change in the data previ- 
ously reported has occurred during 
the fiscal year. 
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Pertinent and Useful Points on 
War Contract Administration 


In the time allotted to me this morn- 
ing I should like to bring to your at- 
tention several matters associated with 
war contracts which are deserving of 
more careful consideration than they 
are receiving at the present time. Al- 
ready, it seems, all too many contrac- 
tors have penalized themselves either 
through carelessness or through a lack 
of understanding of just what their 
rights and obligations are under a war 
contract. 


NEGOTIATING AND DRAFTING THE 
CONTRACT 


It can hardly be denied that already 
a large number of contractors have 
learned—and not always in the most 
pleasant way possible—that a contract 
with the United States Government 
bears little similarity to an ordinary 
commercial contract. There is genera- 
ally some flexibility in the latter, but 
such certainly is not the case with the 
former—once it has been signed by 
both parties. 

While it is not always apparent to 
the party of the second part, the fact 
remains that a War Contract must be 
and is circumscribed by a most com- 
plex system made up codes, laws, de- 
cisions of courts and administrative 
agencies, regulations, and the like. 
This is so for the reason that the ac- 
tivities of the United States Govern- 
ment are vast, far-flung, complex and 
stupendous in scope. In the whole 
world there is nothing to compare 
with them. That is why a war con- 
tract is related to the Revised Statutes 
of the United’ States, Statutes of Gen- 
eral and Specific Application, Appro- 
priation Bills, National Defense Acts, 
Legislative Bills, Court Decisions, De- 
cisions of the Comptroller General, 


io 


By F. W. Kilduff 


Executive Orders, and Administration 
Rulings—and are subject to examina- 
tions and audit by various contracting 
agencies of the Government, and fi- 
nally to review of contract perform- 
ance as to legality of expenditures, and 
settlement by the General Accounting 
Office of the United States. 

Although there are laws on the 
books to-day which can compel an un- 
willing company to perform work for 
the Government, there is as yet no law 
to my knowledge which requires a 
prospective contractor to sign the draft 
of any contract which a Government 
agency may care to offer. Therefore, 
until a contract is signed the prospec- 
tive contractor has the right of en- 
deavor to have incorporated in such 
contract those clauses and provisions 
which he, in all good faith, believes 
are necessary and vital for the best 
protection of his particular interests. 


A careful reading of a proper sam- 
ple of executed Army, Navy, Maritime 
Commission, and Defense Plant Cor- 
poration contracts leads to the follow- 
ing conclusions: 


1. That, with the exception of contracts for 
ordinary commercial products which can 
be purchased in the open market very 
few contracts are exactly alike. 

. That companies experienced in such deal- 
ings with Governmental agencies, coun- 
selled by qualified legal, accounting, and 
technical talent, obtain far better contract 
terms than other companies less fortu- 
nately advised. 


N 


The principal reason that such com- 
panies get advantageous provisions 
written into their respective contracts 
is because they ask for them, and prove 
their need to the contracting officer. A 
reading of contracts (which contracts 
up to last December were public prop- 
erty) with such companies as General 
Motors, Radio Corporation of America, 





fore a large audience. 





CONTRACTORS SHOULD INSIST ON PROTECTIVE 
PROVISIONS IN CONTRACTS 


This is a concise and enlightening presentation which should 
be of unusual value to thousands of controllers in these times of 
rush and strain. Professor Kilduff presented his paper during the | 
War Conference of Controllers on April 13, in New York City, be- | 


Mr. Kilduff is Assistant Professor of Accounting at New York 
University. He is engaged in teaching Army and Navy officers the 
intricacies of supervising and inspecting contract work and ac- 
counts. He is a certified public accountant, a member of the 
| American Institute of Accountants, and of the American So- 
ciety of Mechanical Engineers. He is the author of several books. 
He had war contract experience in World War |, and since 1937 
has specialized in contracts subject to the Vinson Act and the | 
Merchant Marine Act. More recently, he has specialized in all | 
types of governmental contracts for war products. 

His message is clear and understandable. | 


—THE EDITOR 
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SIXTEEN THINGS FOR CONTROLLERS TO DO WHEN THEIR COMPANIES UNDERTAKE 
WAR CONTRACTS 


Says Professor Kilduff: “Following are some of the things | would do were | Controller of a company under- 
taking or about to undertake war contracts. True they are simple things, yet they can be most important: 


1. | would prepare for my own personal use a com- 9. | would reexamine all my present depreciation 
prehensive digest of each prime and subcontract, rates, and make necessary detailed adjust- 
and | would keep such digest strictly up to date. ments in accordance with factors of multishift 

2. | would establish a centralized control of all cor- and overtime operation. 
respondence and reports coming from and sent to 10. | would set up a separate ledger and journal 
all Government agencies. | would put such work for war contract work. 
under the direction of one of my own staff and | 11. | would set up and control any and all items of 
would insist that all letters and reports, from and cost disallowed by Government inspectors or 
to such points, be routed through, observed by, auditors in order that the reimbursements of 
checked by, recorded by, and rerouted by my rep- allowed items will not be held up. Such disal- 
resentative. lowed items may be invoiced later, and sepa- 

3. | would have all contract files established and rately, and argued on their own individual merits. 
centralized, and | would limit the use of such 12. | would, in view of the present and future un- 
files to as few authorized persons as possible. | certainty of personnel, reduce to writing all 
would number control each letter in such files, standard practices, instructions, and procedures 
and periodically | would either micro-photograph to be followed by all members of my staff. 
or photostat the contents of such files. 13. | would redetermine the company’s policy in 

4. | would review my manual or classification of ac- connection with items of plant, particularly 


manufacturing equipment and duruble tools 
which under normal commercial conditions are 
capitalized and depreciated. Accelerated use 
of such equipment now requires that the total 
cost of many of such items be charged into 
manufacturing overhead or to the contracts, 
directly upon acquirement, or upon issue from 
stores on authorized requisition. 

14. | would, no matter what type or types of con- 
tracts | am working on, project my cost account- 
ing, having in mind the fact that some day some 
contracts must necessarily be modified, sus- 
pended, or cancelled, and that claims arising 
therefrom will have to be prepared, and possi- 
bly contested. 


counts for the purpose of adding and defining all 
necessary new accounts, and at the same time 
redefining present accounts. 

5. | would review my present methods of assem- 
bling, allocating, prorating, distributing and ap- 
plying manufacturing and administrative over- 
head to determine if revisions are advisable under 
changed conditions of manufacture. In this con- 
nection | would give consideration to charging 
direct to contracts items which under normal 
commercial conditions are pro-rated on some ac- 
ceptable basis. Items worthy of special considera- 
tion include, spoiled work, rejected work, correc- 
tive labor, inspection costs, testing costs, and 


plant protection. ; 
6. | would redepartmentalize in accordance with 15. pF temp psagpctrs on pet 
the manufacturing requirements of the war prod- | would charge some one pei of my ‘staff 
7 = er Sepa -~ ae f Hi with the responsibility of centralizing all com- 
- TORE (OEY Oth COPE OF WERENT FOEHE ON t0- pleted records and adequately marking, stor- 
structions, orders, and authorizations from every ing, and protecting them. It is pretty certain 
representative of each Government agency, prop- that those records will be subjected to many 
erly dated and signed. And in view of the fact examinations and audits before they can be dis- 
representatives of such agencies are no better posed of permanently. 
with the pen than other people, and that most 16. | would keep a diary applicable to all contract 
signatures fall within the category of hiero- work, and at the end of each day | would dictate 
glyphics, | would also want the typewritten name a summary of all meetings, conferences, im- 
of each signature on each paper of importance. | portant telephone conversations, and other re- 
would accept no initials, and | would accept no lated matters, that took place during that day. 
oral orders. Those who know “last time” know how valuable 
8. | would maintain a roster of all Government rep- such a diary can be. But it must be kept up to 
resentatives with whom my company has direct date, and it must be complete. Ten minutes 
dealings, showing name, rank, title, Government each day will save many thousands of dollars 
Agency, Branch, location, and name and rank later when a case needs definite confirming 


of immediate superior. information.” 
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Aluminum Company of America, Ford, 
and Dupont easily proves this point. 

As I see it, the fault cannot be other 
than with the contractor, if certain 
important essentials are omitted from 
his contract. Surely contracting officers 
cannot and should not be expected to 
be familiar with all conditions peculiar 
to each and every prospective con- 
tractor, and the many problems associ- 
ated with each proposed product. The 
volume is simply too great. Already, 
nearly three million contracts have 
been entered into. While it cannot be 
said that negotiating and drafting a 
contract is exactly as ‘Ask and you 
shall receive’ matter, it is true that if 
you do ask you will receive far more 
than if you fail to ask. The difficulty 
of doing something is no excuse for 
doing nothing. 


CONTRACTOR SHOULD INSIST ON 
PROTECTION 


The point as I see it, is this—and it 
is well supported by the recent Beth- 
lehem Steel decision—that the more 
competently and completely a contract 
is drawn, the greater the protection to 
the contractor. And certainly he needs 
it, because it is my experience that no 
contractor yet has been able to an- 
ticipate every possible contingency that 
he will encounter, no matter how care- 
fully he may have studied the contract 
requirements. All the more reason 
therefore, for calling to his assistance 
not only legal counsel, which of course 
is quite necessary, but the services and 
counsel of his accounting and tech- 
nical executives, giving the latter suf- 
ficient opportunity to study over all 
details, and to participate in all negoti- 
ations and contract drafting. Too many 
contractors, I have found, rely too 
much on their legal talent alone. What 
some of those boys do not know about 
accounting and costs would fill more 
than one book. 

The objectives in negotiating should 
be (a) to eliminate such contract 
clauses or sections as do not apply, (b) 


to have incorporated therein such spe- 
cial provisions as are applicable to the 
peculiar conditions of manufacture and 
product, and (c) to modify such 
standard clauses as are in need of mod- 
ification. 

Getting into the contract clear and 
complete definitions of words and 
terms used in other parts of the con- 
tract goes a long way in avoiding later 
misunderstandings, which you can be 
sure will invariably not be decided in 
favor of the contractor. Often, of 
course, definitions by themselves alone 
will not suffice. Then it becomes 
necessary to support them, as part of 
the contract itself, with detailed sched- 
ules of those elements—accounting, 
manufacturing, and technical—which 
definition can indicate but not desig- 
nate. 

Once the contract has been signed 
by both parties, the contractor can well 
expect that it will be administered 
strictly in accordance with its terms— 
by the Governmental agency. If there 
need be any interpretations during or 
after performance, the contractor can 
always console himself with the 
thought that it is a one way street for 
the other contractors also. However, 
there is small consolation in being ad- 
vised during contract performance that 
certain disallowed items of cost would 
have been allowed if ‘expressly pro- 
vided for in the contract.” Therefore, 
the time to do the heavy thinking, and 
the heavy asking is not after a contract 
is signed, but before it is signed. 


FIXED PRICE CONTRACTS 


This point is concerned with the so- 
called fixed-price contracts—whether 
obtained as the result of a bid or nego- 
tiations. First of all, there are still 
contractors who believe that the 
amount set forth in this type of con- 
tract is the total or maximum sum 
which they may receive from the Gov- 
ernment. Such is not the case, and al- 
though no list has been published of- 


ficially in collected form, the fact is 
that actually there are quite a number 
of statutory and contractual rights, 
which if exercised by the contractor, go 
to increase the amount which may be 
received under the contract—provided 
of course that request is made for 
such extra allowable and recoverable 
amounts. 

Among those items in this group 
most kicked around by contractors and 
forgotten, are items clearly indicated 
in the contract—namely changes in 
specifications, designs, drawings, plans, 
inspections, testing, shipping methods, 
points of deliveries. Some of these 
items run into considerable money. 
Under proper procedure such extra 
costs are generally recoverable. But it 
requires a routine of proper internal 
control and direction. 

Here is one of the weakest spots in 
contract administration. It is pretty 
certain that the required engineering 
and other changes will be made by the 
contractor’s organization, but when it 
comes to controlling the routine of re- 
quest for changes, preparing the ap- 
plicable shop orders, setting up sepa- 
rate cost records to cover, accumulat- 
ing all cost factors against such orders, 
and then submitting the bill—that, 
generally, is another matter. 

What is the result? Simply this. 
Those extra costs that could be recap- 
tured, over and above the original con- 
tract amount, wash themselves into the 
cost of the contract itself, and later 
the contractor wonders why his actual 
cost for the contract is so much higher 
than the estimated cost; why there is 
so little profit, or why a loss has oc- 
curred. 


CONTROLLER SHOULD STREAMLINE 
His ORGANIZATION 


But these are but a few of the acts 
of omission committed by a contractor 
with penalty to himself, and many of 
them will continue, together with 
costly acts of commission, until the 
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contractor takes one important step, 
namely, the streamlining of his or- 
ganization to accord with the demands 
of the times. Organization changes 
should be made, and the new organi- 
zation chart should give proper posi- 
tion to those who are to administer 
War Contracts, not as work supple- 
mentary to regular duties, but work 
which will take their full undivided 
time and attention. This war business 
is beyond all comprehension, as wit- 
ness the fact that since July 1940 nearly 
164 billions of dollars have been ap- 
propriated by Congress for war pur- 
poses alone. This vast sum is more 
than one-half the estimated wealth of 
the country, and is more than six times 
the direct and total cost of the First 
World War of $25,279,000,000, from 
April 6, 1917 to July 2, 1921, when 
that war was officially closed. 

Contractors must go on a full war 
time basis, and along with the reor- 
ganization of facilities for war produc- 
tion purposes must go the necessary 
reorganization of the accounting and 
internal control functions. Controllers 
will do well to realign their staffs, de- 
fine new duties, and in general prepare 
themselves and those under their su- 
pervision in order that all may per- 
form most effectively under conditions 
which must be faced for some time to 
come. 

Many controllers, anticipating a 
shortage of labor, have already moved 
in the right direction by bringing into 
their organizations older, experienced 
men who up to now have found their 
advanced years a decided handicap in 
securing employment. Many of these 
men are still very capable. They make 
valuable additions to a staff. In addi- 
tion, gaps left in the ranks by those 
joining the armed services are being 
filled by women, and it seems quite 
certain that as time goes on more and 
more jobs will have to be filled by 
women. Personnel will become just 
as pressing a problem for the controller 
as for the manufacturing executive. 


Costs 


Having had some opportunity to 
study both costs and the methods of 
obtaining such costs as employed by a 
fair sampling of war contractors, it is 
difficult for me to find myself in com- 
plete agreement with the published 
findings of some of the recent Con- 
gressional investigations into war con- 
tract profits. I refer particularly to the 
recent Truman and also Vinson te- 
ports. I do not believe that many of 
the contract costs as stated were com- 
plete costs. I do not believe that all 
items properly chargeable to the par- 
ticular contracts were included. And 
this in spite of the fact that such cost 
results were submitted by the contrac- 
tors themselves. 

I say this from personal observation, 
that many contractors have failed to 
adjust their accounting procedures to 
fit the more exacting requirements and 
obligations that go along with per- 
formance under a war contract. Many 
companies consider such work merely 
as a continuation of commercial work, 
with the result that their accounting 
cannot and does not reflect accurate 
costs. The manual of accounts ap- 
plicable to both the general and fac- 
tory books should be carefully re- 
viewed and needed revisions put into 
effect. Such revisions should include 
redefining present accounts, redesig- 
nating specific expenses as direct rather 
than indirect charges, changing bases 
used in prorating other expenses and 
costs, redepartmentalizing, and setting 
up such new accounts as are occasioned 
by new and emergency operating con- 
ditions. 

A fixed-price contract calls for as 
exact and determinable costs as a cost- 
plus contract. It calls for as good a 
cost system as one should have under 
a cost-plus contract. Whatever may be 
the type or types of contracts being 
worked on, every contractor owes it to 
himself, now more than ever before, to 
see that his cost accounting is sound. 
Should any one of a several bills now 
before Congress go through, then all 


fixed price contracts may be subject to 
compulsory renegotiation in order that 
any apparent excess profit may be re- 
captured by the Government, or the 
excess profit recaptured without rene- 
gotiation. In either instance the danger 
of employing other than the most ac- 
curate costing is readily apparent. 


T.D. 5,000 Is Cost BIBLE 


One cannot discuss the subject of 
costs associated with supply contracts 
without bringing into the picture the 
well known T.D. 5,000. So far as cost- 
plus contracts is concerned, this Treas- 
ury Decision, approved July 29, 1940, 
has been called the cost Bible. It is a 
Treasury Decision stemming from the 
third amendment to the Vinson-Tram- 
mel Act, which amendment was con- 
tained in Section 2(b) of the Speedup 
Act (Public 671) of June 28, 1940. 
T.D. 5,000 constituted the last regula- 
tions under the Vinson-Trammel Act 
and its three amendments before they 
were suspended as a result of the Sec- 
ond Revenue Act of 1940, dated Oc- 
tober 8, 1940. Although from the 
point of view of the Vinson Act this 
Treasury Decision was short lived, 
nevertheless it was adopted by con- 
tracting officers and made, through ref- 
erence in the contract, a component 
part of the cost-plus supply contract. 

In the early cost-plus contracts in 
1940 reference in contracts to T.D. 
5,000 was as follows: 


“For purposes of determining the 
amount payable under this contract, allow- 
able items of cost will be determined by 
the Contracting Officer in accordance with 
Regulation promulgated by the Treasury 
Department in T.D. 5,000, and approved 
by the Secretary of War (or Navy) Au- 
gust 2, 1940 (August 6, 1940). In the 
event that prior to the final settlement un- 
der this contract such regulations be 
amended as to provide for additional items 
of cost, such additional items shall be 
considered allowable items hereunder.” 


Recently there has appeared a new 
type of clause in respect to the defini- 
tion of cost which tacitly acknowledges 
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the limitations of T.D. 5,000, by im- 
plying that it is not applicable to cer- 
tain specific items of cost. A part of 
this new clause reads as follows: “in 
accordance with Procedure in T.D. 
5,000, insofar as applicable, and inso- 
far as not applicable, in accordance 
with sound accounting practice.” 

Now the words “‘in accordance with 
sound accounting practice’”” mean sim- 
ply one thing—a determination as to 
just what is sound accounting practice. 
Where is it to be found? Who is to 
find it? Eminently qualified account- 
ants disagree, with proper right, on 
many points of accounting. Therefore 
by itself alone such a phase leaves 
plenty of room for argument and dis- 
agreement. How uncertainties as to 
costs and general accounting practices, 


which are bound to arise during the 
performance of a contract, may be dis- 
posed of in a satisfactory manner, was 
recently illustrated in a contract be- 
tween the Defense Plant Corporation 
and the Aluminum Company of 
America. The particular provision 
reads as follows: 


“In case of any dispute between the De- 
fense Corporation and Alcoa with respect 
to the determination of profits or losses 
arising from the operation of the leased 
plants, such disputes shall be submitted 
to an arbitrator selected by the Defense 
Corporation who shall be a partner in one 
of the following firms of certified public 
accountants: (Six prominent firms were 
named) or such other firm of certified pub- 
lic accountants as may be agreed upon by 
the Defense Corporation and Alcoa. The 
decision of such arbitrator shall be final 
and binding upon the parties and the cost 


of the arbitration shall be treated as an 
expense chargeable to such plant or plants 
as the arbitrator shall determine.” 


Certainly it seems that this is a 
sound, sensible, and practical way to 
solve anticipated problems in respect 
to accounting in general and costs in 
particular. 

Remember, however, that this pro- 
vision was made a part of the contract, 
and as such is binding upon both par- 
ties. Here is a good example of how to 
avoid annoying and time-consuming 
arguments and disagreements, which 
seem always to be decided against the 
contractor, by writing into the contract 
provisions which tie up all loose ends. 
Other contractors, incidentally, could 
use a provision of this type to good ad- 
vantage. 


Leadership in Every Department 
Best Air Raid Protection 


The topic which has been given me, 
“Practical Aspects of Record Protec- 
tion,” raises a very important point. 
What I have had occasion to tell other 
groups since my return has largely 
been in connection with what was not 
done or should have been done, be- 
cause as you all know, it is common 
knowledge that the French, and the 
British to a less degree, were grossly 
unprepared. They had built up what 
little protection they had endeavored to 
provide, in anticipation of a specific 
type of problem, and I think the big- 
gest experience that we have had from 
this war is the futility of attempting to 
prepare for a single eventuality and 
with a rigid program which does not 
meet the contingencies as they arise. 

The biggest change that I have 
noted in America has been the revolu- 
tion in thought, the approach to the 
problem since I returned last summer. 


By Nathan H. Wentworth 


People talk of complacency. That is 
not accurate; the American people are 
not complacent, but they have no idea, 
and you cannot have any idea until you 


see from experience, of the gravity of 
the situation and ways to meet it. Now 
that they are beginning to understand 
it, they are ready to do anything, co- 





| in June, 1941. 





! AIMLESS PRECAUTIONS AGAINST RAIDS ARE OF 
LITTLE USE 


A complete picture of what is needed in order to provide the best 
protection against not only air raid but against disastrous results 
of other emergencies, was presented by Mr. Wentworth in his ad- 
dress to the War Conference of Controllers in New York City on 
April 13. His remarks present much that is of value, to those in 
responsible positions in business. | 
Mr. Wentworth is manager of the Boston area of the Home In- 
| surance Company. He witnessed raids abroad, he observed what | 
| the British learned from their experiences. He became attached 
to the Paris office of the American Foreign Insurance Associa- 
tion in 1934, and later became manager. He was in Paris under 
German occupation for a year, and returned to the United States 


His suggestions carry weight. 


—THE EDITOR 
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operate in any way to meet it. I think 
you will all agree with me. 

People tend to overemphasize the 
risks that some of us underwent who 
remained a little longer than others. 
In my own case, I did not have any- 
thing very serious to contend with. 
One or two little experiences might 
interest you in passing. 


A CLOSE CALL 


A few days after Norway was in- 
vaded I realized that the invasion of 
the Lowlands was likely in the imme- 
diate future, so I arranged to go to 
Holland to visit one of our agents. 
He had been mobilized as a captain of 
artillery, and his unit was stationed in 
the second defense line of the Dutch 
frontier. He pointed out that he could 
not possibly join me at Amsterdam, 
but suggested that we meet at the fort. 
So he arranged a pass, and I visited 
him. Well, that evening we sat and 
talked of business matters first, then 
he called in several of the other 
younger officers and we had an en- 
joyable meeting, chatting and exchang- 
ing experiences. 

I tried to point out how the picture 
looked in France, and they told me 
how they felt about it in Holland, and 
what they were doing in a general way. 
There was no secret about their prepa- 
ration. I had been able to see how they 
had strung barbed wire in all the 
canals; they had put automobile bodies 
in all the open fields in Holland, and 
they were really full of hope in their 
ability to resist temporarily the Ger- 
man invasion, which they knew was 
imminent. Later we of course learned 
that it was futile. The evening slipped 
by and before I knew it I had missed 
my last train back to Amsterdam, so 
these fellows kindly suggested that I 
spend the night at their post. There 
was an officer who was away sick, and 
it seemed it was not contrary to regula- 
tions for me to stay, so I did so, and 
I raised the point in a joking manner, 
as to what would happen if they in- 


vaded that night; what my position 
would be? They thought that was quite 
a joke, and assigned me, theoretically, 
to a certain artillery battery. Nothing 
happened. I left the next morning. 

A few days later in Paris I picked 
up the newspaper and read that the 
Germans had invaded their country 
and that this particular town had been 
taken by parachute troops and there 
were a number of casualties. In other 
words, it was just a case to look back 
On as an experience. 

The only other experience of some- 
what more grave nature was down at 
Orleans, immediately following evacu- 
ation of Paris. The Germans were just 
a few miles behind us, as this great 
mass of people attempted to sweep 
away from Paris to safety. I made sev- 
eral trips with my office staff and this 
was my last group. We got to Orleans, 
and there was no gasoline. The city 
was crowded, perhaps three times the 
normal population, and several of us 
were ill. Evidently the Germans had 
selected that particular time to destroy 
the air fields about the city and knock 
out the bridge installations. So we 
really had one opportunity to witness 
at pretty close range the dive bombing 
which you have heard so much about 
and which really is a very unpleasant 
experience. 


NEED ORGANIZATION AND 
EQUIPMENT 


The most important thing, I feel, 
is that we must develop the proper 
spirit combined with organization and 
equipment. Just those words in them- 
selves do not mean much, but IJ shall 
try to describe what I mean. In every 
organization you need key men, lead- 
ers. I do not mean merely at the head 
of the firm, but key men in every de- 
partment. Those men should develop 
a sense of responsibility imparted to 
them by their superiors in such a way 
as to provide initiative at the moment 
that the problems arise, whether it be 


air raid, whether it be some sort of 
epidemic, whether it be sabotage— 
whatever you run into. To have men 
who are qualified leaders all the way 
down to the lowest ranks, is one of 
the best preventives and preparations 
you can make for a crisis. We saw 
that in France; nobody had made any 
effort to organize their personnel, with 
the result that when the panicky spirit 
reached the people—and you know 
what panics are—it became impossible 
to do anything concerted at all. 

Another point that is very important 
is the advantage of decentralization of 
your plants and your operations and 
your personnel. You have all heard a 
good deal said on that subject. I think 
I do not need to go into a great deal 
of detail. It is not very easy to move 
half of your organization out into the 
country, but many of you men are rep- 
resentatives and members of very large 
organizations which are constantly, as 
a result of the war effort, increasing 
your plants, the scope of your plants, 
and the number of your plants. It is a 
very important point to bear in mind, 
to spread out through the construc- 
tion of new plants at separated points 
and help the country in avoiding vul- 
nerability to a single attack or single 
catastrophe. 


Must Move Key MEN By 
PREARRANGED PLAN 


The same thing is true of personnel. 
In every one of your organizations you 
have many people who are essential to 
your work, but are not essential to the 
location where they are working, and 
if as time goes on we see the probabili- 
ties and possibilities of attack, air raids, 
invasion or anything of that sort, you 
should have a well formulated plan 
and know the location to which you 
want to move them in such a way that 
they can be evacuated quickly from the 
point of your principal operations. 

There are several advantages to this, 
even if there is no invasion or no air 
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raid. First of all, people will work 
more calmly; they are not under con- 
stant psychological pressure. I often 
wondered when I was in Paris why 
the Germans did not send over just 
one or two planes every day, even if 
they lost those planes, for the sole pur- 
pose of making people rush to air 
raid shelters, causing them to talk and 
waste time and worry about their fam- 
ilies. That is one of the things that is 
the most destructive of production. 

Then there is the question of health. 
In our big urban centers and in our big 
factory centers, we have the ever pres- 
ent problem of health, epidemics, and 
industrial accidents of all types, and if 
the people who are not essential to 
that location are moved away, you min- 
imize the likelihood of your whole or- 
ganization being knocked out through 
an epidemic or through any other type 
of health problem. 


TRANSPORTATION AND Foop 
IMPORTANT FACTORS 


The same thing is true of transpor- 
tation and rationing. If you have ra- 
tioning (as we are having it now, and 
it will increase), you will find that it 
is always less of a problem in the non- 
urban districts. I can give you an ex- 
ample of that in France. There was 
never, up to the time I left, a serious 
shortage of food, that is, in the coun- 
try as a whole, but there was a tre- 
mendous shortage in individual spots. 
The principal reason for that was lack 
of transportation. 

The German authorities, when they 
arrived in France, made two immediate 
moves. One was to freeze all foodstuffs 
wherever they might be, in warehouses, 
retail stores, and everywhere else, and 
make a careful inventory. From then 
on they were released piecemeal, as 
they felt it absolutely necessary, and 
under great pressure. 

The second thing they did was to 
take all the available rolling stock, be- 
cause as you have read in the papers 





one of the principal shortages with 
which the Germans are faced is rolling 
stock, so they took away the French 
means of transportation. The result 
was that you had the impossibility of 
quickly moving foodstuffs to points 
where there was a sudden need for 
them. 


DUPLICATING RECORDS IMPORTANT 


I shall not go into great detail on 
the distribution of records. That is 
very obvious. These pamphlets which 
you have before you, and which I had 
occasion to see just before this meet- 
ing, sum up very well, I think, the im- 
portance of distributing your records. 

I shall give you an example that I 
saw in Belgium. It did not happen to 
be of any avail, because Belgium was 
quickly swallowed up and the need 
was never encountered, but one very 
progressive insurance man who had 
been to this country and had seen our 
business machines and their possibil- 
ities, had purchased a number of ma- 
chines for taking quick photographs 
of his policy faces, with the result that 
he had copied thousands and thou- 
sands of policies on small negatives 
(you are all familiar with that proc- 
ess) and had stored them at a distant 
point, namely, Ostend. But it so hap- 
pened that Ostend was pretty badly 
chewed up, whereas, Brussels, where 
the head office was, was more or less 
intact, so as it turned out his efforts 
were in vain, but it is always better to 
have made an effort uselessly than to 
be caught without any protection at all. 

An example of that is Holland. You 
all know of the destruction in Rotter- 
dam. It just happened that the sec- 
tion of Rotterdam that was destroyed 
was the heart of the insurance and 
financial district. All the agencies, 
companies, banks and brokers, just 
as here, were crowded into the same 
little area, and when the Germans 
knocked that out—I do not know 
whether they selected that particular 





locality as being vulnerable to the 
financial side of the country, or merely 
at random—it was impossible to re- 
construct records locally. Gradually, 
policyholders from outside were called 
in to show their copies. Companies that 
were not domiciled there were asked 
to help. Gradually, I believe, they re- 
constructed most of it. It is a gigantic 
task, and none of you would wish to 
be faced with it. 

Another thing that can be done is to 
take care of existing equipment and 
use existing organizations. In normal 
times I am afraid we move with a cer- 
tain assuredness. We are not too 
greatly worried. We take for granted 
the organizations and equipment which 
surround us. As examples, I will cite 
the fire-fighting equipment and the 
various organizations which are there 
to advise us on fire protection. That 
happens to be my line of activity. I am 
most familiar with it, but you know 
that the same thing exists in many, 
many phases of our industrial life. 
Now, moreover, when we are moving 
at a terrific pace and every minute 
counts, it is a natural inclination to 
ignore some of the things which we 
kept up in the past, our fire-fighting 
patrols in each industrial plant, our 
fire equipment. 

We are less careful about the dis- 
tribution of our stocks within the fac- 
tories. We used to be very careful to 
see that they were spread around so 
that the total loss of any one unit 
would not knock out the entire produc- 
tion of the plant. Today, with new 
personnel coming in, and new men in 
positions of responsibility we must be 
most careful. If they have not been 
properly advised and are not aware, 
from long experience, of the equip- 
ment which they have at their dis- 
posal, terrible things happen in the 
fire line, such as the rubber loss down 
there in Fall River or the loss of the 
Normandie, both of which were prob- 
ably due to sheer negligence and lack 
of trained personnel on the spot. 
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COOPERATE WITH AUTHORITIES 


The most important, next to that, is 
cooperation with the legally constituted 
bodies which have been set up to give 
counsel on all types of protection 
against war factors, and also against 
normal industrial hazards, health haz- 
ards—all types of recommendations. 
These groups are ready to give you 
their advice, and they have specific bul- 
letins which they can give you and 
which, if you will follow them, will 
improve the whole organization and 
protection of your plant. 

The French, and the British for that 
matter, made the mistake of attempt- 
ing to let each person think up his own 
idea. One person would decide to set 
up one type of organization, and an- 
other would have a different type. The 
result was terrible confusion. If we 
utilize the instructions of our consti- 
tuted leaders, we will be greatly helped. 

In that connection, there is a very 
active group in Washington called the 
Insurance Committee for the Protec- 
tion of Industrial Plants. Their object 
is to disseminate information to help 
plants to avoid fires, and also to avoid 
anything which will shut down the 
plants and reduce production. They 
have capable inspectors and people 
who can be called in to give advice. 


ELASTIC VIEWPOINT DESIRABLE 


The cultivation of open-mindedness 
and an elastic viewpoint is the thing 
that I touched on earlier and which I 
feel that the American people are 
gradually developing. It is perhaps the 
most important suggestion to remem- 
ber, because if we adhere too closely, 
too rigidly to our own methods of 
working, and refuse even to consider 
what appear to be radical changes, we 
will react too slowly to meet these 
rapidly changing national conditions 
resulting from the threat of our ene- 
mies. I think I do not need to go into 
that in detail, but you recognize imme- 
diately the importance of it. 


In conclusion, I may say that I have 
not attempted to give you details of 
a formula as to how to avoid a cer- 
tain calamity. Some of you may have 
expected that, but I have attempted to 
stimulate a viewpoint and a method of 
approach for the type of problem 
which none of us can foresee, but 
which may be thrust upon us in vary- 
ing ways. There ate capable commit- 
tees existing at present which give 
counsel, as I said, against specific con- 


tingencies, but there is a limit to the 
scope of the work of those committees. 
We are not dealing with facts, as in 
science; we are dealing with ever- 
changing conditions, and, therefore, 
experience has shown that the best 
protection and the best way of pre- 
paring for every eventuality is to de- 
velop leadership and organization. In 
other words, on our ability to adapt 
ourselves to new situations quickly and 
efficiently depends our survival. 


Industry Asks “Taxation to Limit’ 
for Victory and U. S. Solvency 


The National Association of Manu- 
facturers submitted to Congress March 
11 its proposed program of “taxation 
to the limit—leaving only enough for 
survival—in order to guarantee vic- 
tory, to eliminate profiteering and to 
insure the future solvency of our gov- 
ernment.” 

The program was drafted in New 
York March 10 at a joint meeting of 
the executive and finance committees 
of the National Association of Manu- 
facturers. The group represents 80 per 
cent. of the nation’s war production 
manufacturers. Mr. Howard J. Coonley, 
chairman of the Walworth Company 
and a former president of the associa- 
tion, was chairman of the joint session. 

In announcing completion of the 
association’s war tax program, Mr. J. 
Cheever Cowdin, chairman of the fi- 
nance committee of the association 
and chairman of the board of Uni- 
versal Pictures Corporation, explained 
the objectives of the association’s max- 
imum taxation plan as follows: 

“It is the sense of this committee, 
representing 80 per cent. of the na- 
tion’s war production manufacturers, 
that all corporations and individuals 
with income should be taxed to the 
maximum of their ability to pay for the 
terrific burden of this war.” 

Mr. Cowdin asserted that ‘‘the ex- 
pressed philosophy of William P. 


Witherow, president of the National 
Association of Manufacturers, that 
America must give ‘all in personal 
energy, plant production and taxes now’ 
is fully supported in our committee’s 
findings.” He referred to an appeal 
of Mr. Witherow to the association’s 
8,000 members, published recently. 

“We have sought methods of reach- 
ing every available taxable corporate 
dollar of excess earnings,” Mr. Cow- 
din declared. “In other words, all in- 
come over and above that needed to 
keep our business structure alive and 
intact should be taxed to the limit— 
leaving only enough for survival—in 
order to guarantee the victorious prose- 
cution of the war, to eliminate profit- 
eers, and to insure the future solvency 
of our government.” 


WAR BOND RECORDS 
SIMPLIFIED 


To simplify bookkeeping procedure for 
banks that are issuing agents for defense 
savings bonds, the Federal Reserve Bank 
of New York notified these banks in 
eatly March that they need no longer 
send in duplicate records. All issuing 
agents receive no commissions for the 
sale of defense bonds and are not reim- 
bursed for expenses incurred. Hereto- 
fore, bank issuing agents had to return 
duplicates and forms spoiled in the proc- 
ess of issuance. This change in proce- 
dure applies only to banks and not to 
other issuing agents. 
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Protecting Records Against 
Air Raid Damage 


This paper presents a brief case his- 
tory of the steps taken by our company 
to protect vital and irreplaceable com- 
pany records against air raid damage. 
The procedure described covers that 
applied to all records at headquarters 
offices. The same general principles 
were applied in the consideration of 
safeguarding records at our branch 
house and factory locations. However, 
at those points the problem was much 
less involved, since the records re- 
tained there have a lesser degree of im- 
portance or are duplicated at head- 
quarters. 

By executive decision a committee 
was appointed last fall to consider this 
entire matter. This committee con- 
sisted of representatives from depart- 
ments principally concerned, but in or- 
der that the size of the committee 
might not be unwieldy, the representa- 
tion of departments which were known 
not to have a large variety of records 
requiring special consideration was 
delegated to others. 

The deliberations of the committee 
can best be described by indicating the 
questions which they considered and 
the solutions obtained. 


Question No. 1: Does the present 
location in which records are stored af- 
ford adequate protection against de- 
struction by bombs and the fire or 
flooding which might result from 
bombing? 


If the answer to this question had 
been “‘yes,”” the committee could have 
disbanded right then. However, the 
only person qualified to answer this 
question is a thoroughly competent 
construction engineer. I believe the en- 
tire committee (except the gentleman 
himself) were greatly surprised when 


By E. R. Finch 


our engineer of plant, after thorough 
investigation, reported to us that our 
building, as finely constructed as it is, 
would not withstand penetration by 
heavy bombs. 

As an example of the power of these 
missiles, a 300 pound bomb with an 
impact velocity of 820 feet per second 
will penetrate one foot of reinforced 
concrete supported at all points. How- 
ever, a bomb striking a six story rein- 
forced concrete building with six inch 
floors will penetrate three times as far 
in thickness of concrete as the same 
bomb striking a single heavy slab of 
the same material. In other words, a 
300 pound bomb would penetrate all 
six floors of this six story building. 
When we consider the much greater 
damage that a bomb, a ton or so in 
weight, would cause, it is evident that 
few office or factory buildings can be 
considered really safe for records stor- 
age. 

Having found that company records 
must be given a higher degree of pro- 
tection than that afforded in our head- 
quarters offices, the committee passed 
on to: 


Question No. 2: What records re- 
quired such special protection? 


The answer to this question could be 
obtained only after a study of Ques- 
tions 3 and 4. 


Question No. 3: Of these records, 
which are duplicated at company lo- 
cations or in the offices of associated or 
subsidiary companies in other cities not 


as likely to be bombed? 


Question No. 4: Again, which of 
these records could be reconstructed 
without undue delay or expense from 
information obtainable at the other lo- 
cations mentioned previously if head- 
quarters records were destroyed? 


The committee decided that those 
records included in the lists compiled 
in answering Questions 3 and 4 did 
not require special treatment and pro- 
ceeded to consider: 


Question No. 5: Which of these re- 
maining records of which no dupli- 
cates were available or which could not 
be reconstructed fairly easily were: 
(a) Rarely required for reference? 
(b) Required for frequent reference? 
(c) Vital in that an exact facsimile 

might be needed for production 
as evidence in litigation or before 








WHAT ONE COMPANY HAS DONE TO GUARD AGAINST 
BOMBING OF VITAL RECORDS 


In this address, delivered on April 13 before the War Con- 
ference of Controllers held by The Controllers Institute of 
America in New York City, Mr. E. R. Finch, of Western Electric 
Company, describes the steps his company has taken to select 
vital records and protect them against the possibility of injury 
during air raids. As this is a problem many controllers are cur- 
rently considering, members of The Institute will be interested 

| in Western Electric’s experience, as related here. 
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an investigating body, for ex- 
ample, active contracts showing 
the signatures of the executing of- 
ficers of both parties to the con- 
tract? 


The committee agreed that the orig- 
inals of those records which should be 
accorded special protection and to 
which only infrequent reference was 
made should be shipped to another city 
and that a resident company employee 
should be responsible for producing 
them as required. They also recom- 
mended that records which would be 
referred to frequently or of which ex- 
act reproductions might be required 
should be microfilmed and that the 
films should also be sent to another 
city for safe-keeping. 

The committee then took up; 


Question No. 6: How can data, 
necessary to reflect current 0 perations 
similar to those recorded on records 
selected for special treatment, be made 
available adequately and easily? 


This question was solved for the 
most part by recommending that extra 
carbon copies of the original material 
or extra carbon copies of the source 
material be made at the original writ- 
ing. In many cases the copies of the 
source material could readily be used 
to reconstruct the required informa- 
tion. When it was not feasible to ob- 
tain these extra copies or where an 
exact replica was desired the photo- 
graphic reproduction process was in- 
dicated. 

Each member of the committee was 
asked to confer with those in his de- 
partment and in other departments 
which he represented who were best 
qualified to select the records meeting 
the qualifications already described. 
The approval of each general depart- 
ment head was then obtained by the 
committee member responsible and the 
lists were turned over to the committee 
secretary. 

The responsibility for selecting the 
location to which these records or 
duplicates should be shipped was as- 


signed by the committee to the engi- 
neer of plant, because one of his func- 
tions is to pass on the adequacy for the 
intended purpose of all buildings con- 
structed or rented by the company. 
One of the duties of the Secretary of 
our company as published in Executive 
Instructions reads as follows: 


“To be responsible for the regulations 
and methods governing the preservation and 
destruction of Company record in all de- 
partments.” 


It was natural, therefore, for the 
committee to recommend that the Sec- 
retary’s department be charged with 
(1) obtaining from the departments 
involved the records covered by their 
lists, (2) making the required photo- 
graphic duplicates, (3) shipping the 
records to the selected location and 
(4) preparing and distributing the re- 
lated routines. 

The committee recommendations 
were then embodied in a final report 
on which executive approval was ob- 
tained and under which we are now 
operating. It is not expected that the 
committee will meet again unless un- 
foreseen contingencies arise. 

It may be interesting to consider 
some of the examples of the records 
and duplicates selected for shipment 
to another location as a special pro- 
tection against air raid damage. 


ORIGINAL RECORDS 


Ledgers, Journal Entries 
and Details 

Controller’s Annual Re- 
ports and Details 

Annual Reports from 
Branches 

Cash Books 

Controller's Directions and Instructions 

Minutes of Board of Directors and Execu- 
tive Committee Meetings (Active Com- 
panies )—1941 and prior 

Daily File of Correspondence Copies (Cer- 
tain departments only) 


1940 and prior 


DUPLICATES (CARBON OR 
PHOTOGRAPHIC COPIES) 


Ledgers, al Entri d 
a ee ntries an \ 1941 and 
Cash Book and Draft Register subsequent 


Record of Active Employee’s Rates of Pay 


and Term of Employment (From date of 
hiring) 

Active Contracts, Leases and other Agree- 
ments 

Current Signed Minutes of Board of Direc- 
tors and Executive Committee Meetings 
of Active Companies beginning 1942 

Capital Stock Ledger and Transfer Sheets 

Employees’ Chronological Service Record 
File 


Our company with other ‘‘good men 
and true” hopes that these precautions 
which have been taken will not be put 
under test, but if the test should come 
we believe that we are in a position 
in which we can be “‘sure” rather than 
“sorry.” 


“JOB EVALUATION AND 
EMPLOYEE COMPENSATION” 


The primary purpose of job evaluation, 
as set forth in a paper delivered by Mr. 
James H. Schuler before the Office Per- 
sonnel Conference of the National Office 
Management Association in Des Moines 
February 13 and 14, is the setting up of 
a “system of salary standards that shall 
be internally and externally consistent 
throughout the organization.” 

Mr. Schuler’s address, entitled ‘Job 
Evaluation and Employee Compensation,” 
appears in the NOMA Forum for April 
on pages 43 through 49. He was intro- 
duced to the conference as president of the 
Kansas City Control of the Controllers In- 
stitute of America and treasurer of the 
Crown Drug Company. 

Mr. Schuler lists as secondary purposes 
of a job evaluation program the provision 
of company-wide promotion plans, well- 
rounded training programs, improved em- 
ployment selection methods, standardiza- 
tion of payroll titles, organizational and 
methods analyses and improved commu- 
nity and industrial surveys to establish ex- 
ternal consistency. 

Besides pointing out the value of job 
evaluation analysis, Mr. Schuler discusses 
some of the steps to be followed and 
questions to be decided during the work- 
ing out of the plan. He stresses the fact 
that ‘the administration of the plan should 
be such as to bring about the accomplish- 
ment of its purposes without upsetting 
the employees. 


Plans are being made now by many 
controllers to attend the Eleventh An- 
nual Meeting of The Controllers In- 
stitute of America, at the Palmer 
House, Chicago, on September 21-23. 
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A Program for the War 
and for the Years To Follow 


What we are to be as a nation we 
are now becoming. It is important, 
therefore, that we look at the essential 
economic and political programs and 
practices of the principal policy-makers 
of our Federal government in order 
possibly to determine what we may ex- 
pect, assuming that they continue in 
power throughout this war and the 
years immediately following its close. 

What we may expect is doubtless 
being revealed in various ways al- 
though it is not easy to be certain that 
one is always watching the most sig- 
nificant developments or placing the 
proper interpretation upon them. 
These difficulties are much greater 
now than is usually the case because 
fundamental policies and develop- 
ments are blanketed by our war effort 
and because of the difficulty of obtain- 
ing adequate information.to warrant 
conclusive judgments on many things. 


SHOULD IssuUE WARNINGS 


An economist must struggle as best 
he can in the face of these difficulties 
to determine how economic principles 
and programs are operating. If he 
wishes to see applied to problems of 
the day what he believes to be sound 
economic principles, rather than re- 
strict himself to continued study and 
exposition of these principles within 
his cloister, about all he can do is to 
lay down the program which he be- 
lieves would be most beneficial so- 
cially, to raise questions about proce- 
dures which he believes may be head- 
ing the nation in the wrong direction, 
and to issue warnings where he thinks 
serious mistakes are about to be made. 
It is these things which I propose to 
undertake here. 

1. In fighting in this war it is neces- 


By Walter E. Spahr 


sary that we realize that there are cer- 
tain things that must come first. We 
must find out what they are and do 
them. It is easy to say that the first 
thing is to gird ourselves as a nation to 
win this war, and that everything 
should be bent to this great central 
effort. But the application of this prin- 
ciple in detail is far from simple, dis- 
putes are almost certain to arise regard- 
ing both war and civilian efforts, and 
it is easy to make mistakes because of 
the mammoth size of the job. Al- 
though most thoughtful people would 
say that of course every possible effort 
should be made to arm ourselves ade- 
quately first of all, there seems to be 
considerable division of opinion both 
in and out of Washington as to what 
part civilian production should play. I 
should state as a general principle of 
procedure that, keeping considerations 
of armament first, every possible effort 
should be made to strengthen and ex- 


pand civilian production so long as 
this does not impair our efforts to arm 
ourselves quickly and adequately. 

I do not believe we are saying to 
ourselves today that we must make our- 
selves as strong as necessary in arma- 
ment and as strong as possible in ci- 
vilian production. Although I cannot 
possibly know enough about what is 
and is not essential in arming ourselves 
as quickly as possible, I gather a dis- 
concerting impresston, from such in- 
formation as I obtain, that there is too 
little concern being shown regarding 
the maintenance, to say nothing of the 
expansion, of civilian enterprise the 
impairment of which would contribute 
nothing to our arming. In fact, there 
seems to be a considerable amount of 
unwise and unnecessary interference 
with civilian production, and the rea- 
sons for this seem far from clear or 
adequate. 

In the light of what appears to be 





comprises a large bloc. 





| ARE WE FREEZING PRODUCTION BY FREEZING PRICES? 


“Tf it can be demonstrated that price fixing impairs production where a 
rise in prices would expand it, then we are faced with the question of 
which is of greater importance—increased production or stable prices..... 

“As one observes the great supply of scrap iron and steel lying unused 
throughout this country, in the face of the government’s constant stressing 
of the scarcity of iron and steel, how can one assume that if prices were 
sufficiently high this waste scrap would not be drawn into use?” 


Thus states Walter E. Spahr, Professor of Economics at New 
York University, and Executive Secretary of the Economists’ Na- 
tional Committee on Monetary Policy, in this address, delivered 
on April 13, 1942, before the War Conference of Controllers held 
by the Controllers Institute of America in New York City. 

Professor Spahr’s eight-point program for the war and post- 
war periods should command the attention and interest of all stu- 
dents of economics—among whom The Institute’s membership 
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a strong trend in this direction, I 
should like to suggest as a principle to 
be borne in mind that the stronger we 
are domestically, provided everything 
possible and necessary is being done to 
arm ourselves quickly and effectively, 
the better able shall we be to fight this 
war to a successful conclusion and to 
do it without ending up in a financial 
and social collapse. 


PRODUCTION vs. PRICE CONTROL? 


2. If it is true that the primary con- 
sideration is greater production—arma- 
ment first and civilian second—then a 
question arises as to whether our en- 
thusiasm for price fixing does not need 
to be tempered considerably and its 
possible or probable consequences ex- 
amined with greater care. If it can 
be demonstrated that price fixing im- 
pairs production where a rise in prices 
would expand it, then we are faced 
with the question of which is of 
greater importance—increased produc- 
tion or stable prices. In every case I 
should urge greater production as the 
ptimary consideration. 

It is my impression that common 
and almost general praise of price fix- 
ing in this country today concerns it- 
self chiefly with the extent to which 
prices have not risen, and that it prac- 
tically never shows any concern or 
knowledge as to whether production 
has increased or decreased or is im- 
paired or dislocated, or as to what 
other unfortunate consequences exist 
or are invited. 

Unless we watch this matter of price 
fixing more carefully, and concern our- 
selves more with an increase in pro- 
duction and less with the stability of 
prices, I fear that this nation may learn 
once again, and with very serious con- 
sequences, an old lesson regarding the 
evils of government price fixing. We 
seem to have forgotten that the lessons 
of experience teach that price-fixing ef- 
forts of governments, except as a 
means of regulating monopolies, con- 
stitute one of the black chapters in hu- 
man history—a chapter that is replete 


with instances of man’s extreme in- 
humanity to man. 

We seem to be paying insufficient 
attention to the fact that prices are 
fundamentally indicators recording the 
state of supply and demand, and that 
tampering with an indicator, while the 
forces of supply and demand are dis- 
torted, is equivalent to manipulating a 
thermometer or tying down a safety 
valve which is supposed to let off an 
excessive amount of steam and to act 
as a warning or guiding signal. Fur- 
thermore, price fixing of the type com- 
monly proposed today tends to point 
toward a repression, not an expansion, 
of production. It invites a distortion 
of supply and demand, priorities, dis- 
locations, bankruptcies, subterfuges, 
substitution of inferior qualities and 
materials, black markets, licensing, ra- 
tioning, penalties, cheating, lying, 
crime, -government buying and selling, 
a rampant bureaucracy, government in- 
spection and supervision everywhere— 
the possibility of our nation being 
plunged into a state of moral, ethical, 
and economic degeneration and deg- 
radation. 


BASES OF PRICE FIXING 


How any one can demonstrate that 
the sad consequences, resulting from 
widespread price fixing by our govern- 
ment, will not exceed those experi- 
enced in a sharp rise of prices and a 
probable subsequent reaction is not 
clear, nor are serious attempts being 
made to demonstrate how these as- 
sumed greater gains are assured. We 
have apparently simply assumed that 
price fixing will bring more benefits 
than harm. Much, if not practically 
all, of the current agitation for price 
fixing appears to rest upon fears, 
hopes, guessing, and wishful thinking 
rather than upon the lessons of experi- 
ence. What it is in human experience 
or the principles of economics that 
warrants the current insistence upon 
price fixing is not clear to me, and I do 
not think that the advocates of price 
fixing make this clear. The fact that 


other nations are now trying price fix- 
ing on a large scale does not, in my 
opinion, prove that it is a wise under- 
taking. 

Increased production, in the heavy 
goods industries under pressure of the 
war demand for these goods, causes 
rising prices. These rising prices in 
many if not most of these instances in- 
duce greater production, direct goods 
and services into these channels in 
which demand is most intense, increase 
employment, and produce greater in- 
come and more taxes for the govern- 
ment. These are natural and proper 
sequences, and they should be inter- 
fered with only with the greatest care 
if we really wish to do first things first. 
In our attempts to block these natural 
sequences we may find to our dismay 
that we are meddling with economic 
principles which should have been cap- 
italized as a means of strengthening 
ourselves in our efforts to win this 
war and to win it quickly. 

When it can be demonstrated that 
sharply rising prices, because of ab- 
solute scarcities, cannot induce greater 
production, it might possibly be the 
case that the economy to the govern- 
ment, due to price fixing in these in- 
stances, will yield a greater social gain 
than loss. This probably is true in the 
case of some of our strategic and ab- 
solutely scarce war commodities. But 
even in these instances great care 
should be exercised lest serious mis- 
takes will be made. A sharp rise in 
prices of very scarce or absolutely 
scarce goods might induce substitutes 
to appear which might not be fore- 
seen. Furthermore, a sharp rise in 
prices tends quickly to force people to 
forego the purchase of these unusually 
scarce goods, and the higher prices 
should yield higher profits which 
should produce more revenue for the 
government. The common argument 
that unless we have price fixing and ra- 
tioning the rich will grab these high- 
priced scarce goods is not weighty in 
the face of the more important con- 
siderations—namely, greater produc- 
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tion and the winning of the war as 
quickly as possible, plus the evils and 
costs of price fixing and rationing. 

Scarcity is merely a relative thing; so 
long as any good commands a price it 
is scarce. Therefore the currently pop- 
ular notion that prices should be fixed 
because certain goods are very scarce 
finds no good support in economics. 
And even in the case of absolutely 
scarce goods support for price fixing 
on these particular grounds is lacking. 
Such support must be found on other 
grounds, and they are of a highly ques- 
tionable character. 


FREEZING PRICES AND PRODUCTION 


Since we embarked upon our pro- 
gram of price fixing, how often have 
we read such statements as the follow- 
ing from The New York Times (Dec. 
13, 1941): “The figures for produc- 
tion of copper so far this year indicate 
that in that industry when prices are 
frozen, production also is frozen?” Or, 
as one observes the great supply of 
scrap iron and steel lying unused 
throughout this country, in the face 
of the government's constant stressing 
of the scarcity of iron and steel, how 
can one assume that if prices were suf- 
ficiently high this waste scrap would 
not be drawn into use? 


GRINDING THE NOSE OF PRIVATE 
ENTERPRISE 


It impresses me as a peculiar thing 
that so many people who have vigor- 
ously fought for preservation of eco- 
nomic and political democracy in this 
country have demanded, and are now 
demanding, with equal or greater 
vigor, widespread price fixing which 
would involve a bureaucracy and a 
plague of government agents, inspec- 
tors, and auditors that would exceed 
a Communist’s wildest dreams. Fur- 
thermore, when government agents of 
the “economic-planning’” type obtain 
power over goods and private enter- 
prise, imaginary ‘‘scarcities’” appear 
overnight. That has already revealed 
itself in this country, and should, I 


think, provide important lessons for 
those who are more concerned with in- 
creasing production than in giving 
some bureaucrat an opportunity to try 
to justify his position and salary and 
to revel in the “glories” of power over 
private enterprise. It also should be 
observed that apparently all Commu- 
nists, Socialists, “planners,” and _radi- 
cals want price fixing. And why 
shouldn’t they want it since it can pro- 
vide them with a field day in which to 
bring private enterprise to its knees 
and to grind its nose into the ground 
at their feet? Let the ardent advocate 
of price fixing read, regarding Britain’s 
sad experience with it, “The Moral 
Rot,” in The Statist (August 30, 
1941), which relates what is after all 
an old and universal story. 

I am confident that we are not giv- 
ing sufficient attention to this black 
side of price fixing; and I think we 
would do well to be far more careful 
and circumspect in our considerations 
of the use of this very dangerous de- 
vice. 


Cut NONESSENTIAL SPENDING 


3. Considering our abandon in pub- 
lic spending and the current drive to 
persuade the people that a huge gov- 
ernment debt is not only lacking in 
danger but has a great number of 
positive benefits, I should like to 
challenge these things and recom- 
mend instead that every dollar of 
Federal expenditure which is not 
necessary to win this war and to 
keep the essentials of government 
functioning be eliminated. All aid 
possible should be given to the Byrd 
joint committee of the House and 
Senate, and to those agencies which 
will help them, in an effort to locate 
and end such expenditures. Al- 
though the government should do 
everything necessary to win this war 
as quickly as possible, the govern- 
ment is utterly unfair to the people, 
considering the sacrifices they must 
make, when it embarks upon any en- 
terprise these days that can be aban- 


doned without impairing the na- 
tion’s ability to win this war. That 
should be the test of the need for 
government expenditures now, and 
the test should be honestly applied. 
That policy, unfortunately for the 
American people, is not being fol- 
lowed. 


HEAVY AND EQUITABLE TAXATION 


4. Taxation should be heavy and 
equitably distributed, but it should 
not be so heavy that an expansion in 
production will be arrested. More- 
over, taxation as a means of fighting 
rising prices can be as destructive as 
a sharp rise in prices resulting from 
a flight from a currency. The notion 
that very heavy taxation is desirable 
even though destructive or weaken- 
ing in its effects at the very time that 
the nation should be strongest, ap- 
pears to have become a dangerous 
obsession in this country. 


REPEAL UNSOUND MONETARY LAWS 


5. All the unsound monetary laws 
on our statute books should be re- 
pealed. Again and again large num- 
bers of monetary economists in this 
country have recommended the re- 
peal of the greenback law of May 12, 
1933, the law authorizing bimetal- 
lism, the Silver Purchase Act of 
1934, the law of July 6, 1939, pro- 
viding for the purchase of domestic 
silver above the market price, and 
the laws authorizing the devaluation 
of our metallic currency. That ad- 
vice should have been followed long 
ago, but it is now of even greater im- 
portance that these laws be repealed. 

In the recent years of peace, these 
monetary laws and some of the poli- 
cies based upon them have been a 
disturbing element in our national 
economy. They have created doubts 
as to the future value of our money 
and as to whether and how it might 
be manipulated by Presidential or 
Treasury action; they have been a 
factor in piling up huge surplus re- 
serves in our banking structure; and 
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they have exercised an important in- 
fluence in depressing interest rates to 
artificially low levels with sad conse- 
quences to our great social institu- 
tions such as hospitals, insurance 
companies, banks, trust funds, foun- 
dations, colleges, universities, and so 
on. 

Now that we are at war, it is 
doubly important that the people 
have a currency whose soundness 
now and in the future is not open to 
question. Such a currency would be 
an important factor in contributing 
to confidence and in inviting invest- 
ment in government securities, the 
expansion of savings, the purchase of 
insurance (which has the triple ad- 
vantages of saving, insurance, and 
the indirect purchase of government 
securities), the making of greater in- 
vestment in private enterprise, and 
so on—all of which are now vitally 
important to the welfare of our peo- 
ple individually and collectively. 

But quite beyond these considera- 
tions is the important factor of good 
faith on the part of the government. 
Are not our Treasury authorities in 
an awkward and unfortunate posi- 
tion when they appeal for funds 
from individuals while at the same 
time the Administration refuses to 
relinquish the power to impair or de- 
stroy the value of these investments 
by utilizing the unfortunate mone- 
tary laws to impair seriously the 
value of our currency? 

On July 14, 1941, a group of 
United States Senators indicated that 
they anticipated that the day may ar- 
rive, considering our rapidly mount- 
ing Federal debt, when our currency 
may have to be devalued ‘“‘to that 
point where the people can meet 
such taxes, interest and debts.” This 
is but one sample of what hangs over 
the heads of the American people in 
this respect. There are also active 
groups in Congress whose members 
wish to issue non-interest bearing 
bonds or to pay off the government 
debt by the issuance of unsecured, in- 
convertible paper money. 


INTERNAL GOLD COIN STANDARD 


It is the duty of our Federal gov- 
ernment, if it is to deal with the 
American people in good faith and 
if it is to prove its good faith by acts 
rather than by words only, to repeal 
all the monetary laws mentioned and 
return this nation to a gold coin 
standard internally. So long as the 
Treasury holds the present huge sup- 
ply of gold in its own vaults and per- 
mits none of it to flow into banks 
and private hands, this in itself 
stands as a warning and threat to 
every investor in government secu- 
rities, that the government is hold- 
ing this gold in order that it may, 
with the stroke of a pen, write up its 
dollar value within the limits now 
permitted or persuade Congress to 
authorize an even greater write-up. 
No amount of reassuring words 
from the Administration can change 
these prospects. 

The people of this country have 
good and urgent reasons for asking 
why it is that a government, which 
shows great concern about sharply 
rising prices, refuses to remove from 
the statute books the monetary laws 
which contribute to rising prices and 
which open the way to an even 
greater expansion and depreciation 
of our currency in the future. 

6. The instruments of credit con- 
trol at the disposal of the Federal 
Reserve authorities should be em- 
ployed, quantitatively and qualita- 
tively, according to conventional 
principles of good central banking. 


NATIONAL DEBT A SERIOUS 
PROBLEM 


7. Those government officials who 
attempt to persuade our people that 
a large and rapidly mounting public 
debt is nothing to worry about 
should end such talk. They have con- 
victed themselves of either lack of 
understanding or lack of good faith 
as responsible officials charged with 
the protection and promotion of our 
national wellbeing and should not 


be permitted, if this can be accom- 
plished, to mislead the American 
people regarding the seriousness of 
this rapidly mounting debt. 

Consistently and persistently in re- 
cent years, high government officials 
and their sycophants or tutors or as- 
sociates in our colleges and univer- 
sities have been misinterpreting the 
significance of this debt to the 
American people. 

As the debt has climbed to new 
heights, these officials and others 
have boldly asserted that it has averted 
economic catastrophe and has increased 
our national prosperity and the 
soundness of Federal credit. For 
proof they have pointed to the fact 
that interest rates are lower than 
they were in the 1920's when the 
debt was being retired rapidly, the 
budget balanced, and business pros- 
perous: They have not in general at- 
tempted to explain to the general 
public how it is that every leading 
nation at war—England, France, Ger- 
many, Italy, Japan, and the United 
States—with a huge and mounting 
debt, with the government and peo- 
ple crushed by taxes and the burdens 
of war, has been borrowing money 
at rates far below those that pre- 
vailed when it was at peace, when its 
debts were much smaller, and when 
its business was prosperous and pro- 
vided an important demand for loan- 
able funds. Nor do these officials 
and their associates point out the 
great damage that has been done to 
our savers, insurance companies, hos- 
pitals, banks, trusts, foundations, 
colleges and universities by this arti- 
ficial and drastic reduction of inter- 
est rates on government securities. 


“SO-CALLED GOVERNMENT 
SPENDING” 


Recent months have witnessed in 
this country what appears to be a 
more intense effort on the part of 
government and quasi-government 
officials to disarm the public regard- 
ing the dangers of our skyrocketing 
Federal debt. Vice-President Wal- 
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lace said in August, 1941, that 
“Those who have seriously studied 
the greatly changed economic and 
financial conditions are no longer as 
concerned about so-called govern- 
ment spending as they used to be.” 
Chairman Eccles of the Board of 
Governors of the Federal Reserve 
System said on October 15, 1941, 
that “The idea of thinking that we 
are leaving a great burden on our 
children and our children’s children 
is wrong..... All of us owe to all 
of us whatever the public debt is. 
. . . » No nation can be bankrupt as 
long as it has all the manpower, all 
the productive facilities, and the raw 
materials that it had before.’’ Doug- 
las Miller of Col. Donovan’s govern- 
ment information staff said on Sep- 
tember 29, 1941: “I am not worried 
in the long run about the cost of 
this war to America. No matter what 
we spend in money, we will still 
have our natural resources left to us. 

. . .” Others in government service 
in various capacities, push this doc- 
trine in every possible way and at 
every opportunity. These and the 
closely related Keynes theories have 
diffused themselves throughout gov- 
ernment circles, among the Leftist 
elements in our colleges and univer- 
sities, and, for the moment, seem to 
be dominating the chief policy-mak- 
ers in our Federal government. 

As one follows the contentions of 
this group with respect to our mount- 
ing public debt, he is forced to note 
that the logic of their argument in 
essence is to the effect that a large 
government deficit creates a great na- 
tional income, and that we dare not 
stop the spending and deficits lest this 
income decline because the mounting 
income is necessary to support the 
debt. Thus we are led into an endless 
process of more deficits, more na- 
tional income, more spending and 
deficits to maintain and increase this 
income, and so on and on in a never- 
ending cycle. 

Generally related to this appalling 
but currently popular doctrine are the 


misleading arguments and jargon re- 
garding the fact that the debt is owed 
to ourselves and therefore can do us 
no harm; that this generation alone 
pays for this war; that the debt bur- 
den, losses, and other costs cannot be 
passed on to the next generation; and 
so on. In addition to the fact that the 
current discussion of the debt and na- 
tional income by these self-styled 
“bold planners” is generally in terms 
of money rather than in terms of 
goods and services and is, conse- 
quently confused and misleading on 
this score alone, one must gather from 
these doctrines that the fiscal struc- 
ture of a nation need not collapse, 
that really there is no such thing as 
national bankruptcy, and that one 
generation cannot possibly pile up an 
unbearable burden on the next. 


TAXPAYERS Do Not Pay 
THEMSELVES 


While these sponsors of a great 
debt admit that a national debt may be 
a burden if owed to another nation, 
they never seem able to grasp the sim- 
ple facts that the same general bur- 
dens exist within a nation because one 
set of people in fact pay to another 
and that occasions have arisen, do 
arise, and can arise when these tax- 
payers cannot pay. It would seem 
quite obvious that if taxpayers merely 
pay themselves, as implied by these 
we-owe-the-debt-to-ourselves propa- 
gandists, then we should have no con- 
cern whatever about our debt bur- 
dens. Most of our private debts are 
also ‘“‘owed to ourselves” as a nation, 
but debtors go bankrupt and credi- 
tors are ruined nevertheless. 

These confused and superficial ad- 
vocates of bigger ‘‘and better”’ deficits 
need to be reminded that no longer 
ago than 1933 the cry went up in this 
country that unless the currency were 
devalued and the supply expended 
and the price level raised the taxpay- 
ers could not carry their debt and tax 
burdens. But already the spenders 
and friends of big deficits seem to 
have forgotten that nationwide cam- 


paign which resulted in the devalua- 
tion of our dollar! Now they are say- 
ing in effect that this sort of thing can 
not happen. The answer is that it hap- 
pened in 1933 and several times in 
Europe in recent years, and that they 
are preparing the way for another 
campaign for devaluation of our cur- 
rency or repudiation of the debt to re- 
lieve the debtors and taxpayers of the 
burdens now being piled up on them. 

These absurd deficit propagandists 
should see a warning and lesson in the 
fact that a group of devaluationists in 
the Senate have already stated to the 
country that the dollar may have to be 
devalued “to that point where the 
people can meet such taxes, interest 
and debts.” The favorite game of the 
politician is to relieve the debtors and 
taxpayers after he has loaded them to 
the breaking point with profligate 
spending and a huge debt. 

I dread to think what the future of 
this country is to be if the current 
specious arguments in behalf of the 
innocuousness and positive benefits of 
a very large public debt, now being 
spread throughout this country chiefly 
by the spenders and Collectivists, are 
not riddled and brought to an end. 
The cost to the country of this current 
fad in fiscal heresies has already been 
staggering, and one can only surmise 
what the cost will be before this sorry 
business is ended and some elements 
of good sense replace this spending 
and deficit madness. 

The government’s astronomical 
budget figures appear to have lost 
their meaning for the people who 
seem numb and unable to sense what 
is taking place. Perhaps only catas- 
trophe can awaken their powers of 
realization. During recent years we 
have been fascinated by practically 
every dangerous political and eco- 
nomic program known; and, like a 
person hypnotized, we have marched 
irresistably toward them and em- 
braced them. The more dangerous 
they have been, the greater the fasci- 
nation has apeared to be. We em- 
brace this appalling spending and 
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debt like a person in a dream. The 
awakening which awaits us promises 
to be a realization that perhaps the 
greatest tragedy this nation has ever 
known has actually engulfed us. 
When that day arrives I hope that 
those persons chiefly responsible for 
these plans and their use by our gov- 
ernment will be living so that they 
may see the results of their handiwork 
and share the common suffering. 


EXPEL THE COLLECTIVISTS 


8. The Collectivists in our govern- 
ment should be expelled and sent to 
do work in which the positive good 
can easily be seen. They should not 
be permitted to occupy positions in 
which they can undermine our eco- 
nomic and political democracy and 
our republican form of government 
while pretending to fight for greater 
democracy. I suggest that they help 
to grow food, that they do constructive 
manual work, and preferably that 
they take up arms for this republic for 
whose democracy they weep crocodile 
tears while doing everything within 
their power to usher in a dictatorship 
and collectivist economy, probably 
following a financial collapse, with 
themselves in the saddle. 

The extent to which they have 
rushed to desks at Washington, while 
typical, upstanding American boys, 
who would do nothing to undermine 
our economic and political structure, 
are forced to the points of danger and 
death, is a national scandal. 

Besides offering the preceding 
eight concrete recommendations, I 
should like to state it as my consid- 
ered opinion that there are basic eco- 
nomic and political programs on foot 
in this country, while we are trying to 
win this war, which are of such a na- 
ture that we cannot afford to pretend 
to ignore them, under the pressures 
of patriotism, for the reason that they 
may cause us to lose this war, and, if 
we win it, force us into a political and 
economic system at its close whi7h 
will bring immeasurable disaster to the 
American people. 


It is most important to remember, 
even at a time when we must do our 
best to close our ranks and to unify 
our efforts, that it now is infinitely 
easier for the Collectivists, who have 
filtered into and have dominated our 
Federal government in important re- 
spects since 1933, to accomplish what 
otherwise they probably never could 
have attained in this nation. To send 
boys to their death in the name of 
freedom and democracy while we in- 
dulge in a brand of governmental pol- 
icies which can destroy at home the 
things for which these boys are pre- 
sumed to be fighting abroad and to 
which they hope to return here is 
worse than irrational. 

The responsible people of America 
will do well to take warning from the 
fact that, even though thousands of 
Collectivists and similar brands of 
radicals have infiltrated into, and 
reached strategic positions in, our 
Federal government, these Leftists 
are in general still retained in govern- 
ment “service.” 

There are ominous tendencies, with 
roots running back to early 1933, that 
take on additional, not less, signifi- 
cance now, and we must not lose sight 
of them in this welter of war, because 
they may well be determining factors, 
during and at the close of this war, in 
shaping the destiny of this nation, if, 
indeed, they do not cause us to lose 
this war. 


UNDERCONSUMPTION THEORY 


Some of the most important of 
these tendencies, which in general 
reach back to 1933 and which are op- 
erating in various ways in our govern- 
ment even during this great crisis, are 
due to the fact that our government 
is saturated with policy makers whose 
programs involve the acceptance of 
the underconsumption theory of busi- 
ness fluctuations, a theory which char- 
acterizes the Marxian Socialist doc- 
trines; the related spending and 
pump-priming programs to put 
money chiefly in the hands of consum- 
ers “to create demand”; the related 


programs of deficit financing and 
mounting debt; the notion that a de- 
preciated currency can be made a cas- 
ual factor to generate a sound—that 
is, self-sustaining—tise in prices and 
recovery; the overproduction, eco- 
nomic-maturity, permanent-unem- 
ployment notions with the related 
subsidization of scarcity and non-pro- 
duction; the doctrines of the Social- 
ists that savings are withheld from 
others, are excessive, and should be 
taxed into use (even though the use 
be wasteful), and the related redistri- 
bution of wealth policies; the wide- 
spread repudiation of the economic 
truth that private capital is the crea- 
tive factor which has raised man from 
the level of the savage; the policy of 
eating or restricting or destroying the 
seeds which yield the fruit ; the failure 
to consider the extent to which exces- 
sive taxation of private capital and 
the impairment of the prospects for 
its earnings may have been the cause 
of heavy pre-war unemployment ; and 
the totalitarian policies leading to- 
ward central government planning of 
an endless number of things. 


THERE Was No FuLt RECOVERY 
AFTER 1932 


The consequences of the govern- 
ment’s pursuit of the Socialist under- 
consumption doctrines (and the simi- 
lar doctrines of J. M. Keynes) are 
easily ascertained and are not pleasant 
to contemplate. There never was a 
healthy or anything like a full busi- 
ness and economic recovery after 
1932, and the government’s policies 
and practices finally headed the coun- 
try into the recession of 1937-1938 
from which we had not fully recov- 
ered when it became necessary to 
plunge into our armament program. 
Producers were harassed in an endless 
number of unnecessary and unwise 
ways, production lagged, the flow of 
capital into private enterprise was re- 
duced to a trickle, the excessively low 
interest rates on government securi- 
ties had (and still have) far-reaching 
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U. S. Supreme Court Ruling 
on Utility Accounting 


Public utility rate making bodies need 
not follow “any single formula” in de- 
termining reasonable rates, the U. S. Su- 
preme Court ruled March 16 in the case 
of Federal Power Commission et al. vs. 
Natural Gas Pipeline Company of Amer- 
ica et al. “Reproduction cost new,” an 
almost universal doctrine since the case 
of Smyth vs. Ames in 1898, is no longer 
to be the sole criterion for determining 
the allowance for amortization of invest- 
ments. 

In this case the Federal Power Com- 
mission ordered a change in natural gas 
rates so as to allow net income only suffi- 
cient to pay income taxes, amortize the 
capital investment on a basis of actual 
cost to date plus future capital additions 
and replacements, and give an annual 
614 per cent. return on the value of the 
investment. The gas company appealed 
from the Commission order. 

The company conceded among other 
things that reproduction cost and “going 
concern value,” rather than the actual 
amount invested in physical properties 
and gas reserves, should be used as the 
basis for calculating amortization. The 
Court found the Commission’s order was 
not arbitrary nor in violation of constitu- 
. tional requirements, and therefore it re- 
fused to set the order aside. 


Accounting Meetings on War Problems 
and Procedures To Be Held in May 


Plans for a two-day meeting of ac- 
countants in the electric and gas indus- 
tries were discussed at a meeting held on 
March 19 by a group of representatives 
of the two industries, headed by Messrs. 
L. L. Dyer of Lone Star Gas Company 
and L. A. Mayo of the Connecticut Light 
& Power Company for the gas industry 
and Messrs. G. H. Bourne of Common- 
wealth & Southern Corporation and F. B. 
Flahive of Columbia Gas and Electric 
Company for the electric industry. Messrs. 
Dyer, Bourne, and Flahive are members 
of the Controllers Institute of America. 

Cleveland was chosen as the most cen- 
tral point for the meeting, which is sched- 
uled for May 11 and 12. 

“War Emergency Accounting Problems 
and Procedures” will be the theme of the 
series of meetings. Tentative plans are 
being arranged for one general session 
Monday morning, May 11, on subjects of 
interest to the full group of delegates. 
Monday afternoon and all day Tuesday, 





May 12, have been reserved for individual 
open group or committee meetings. 

A Steering Committee, appointed to 
work out all details for the meeting is 
headed by Messrs. Flahive and Mayo. 
Others on the committee are Mr. O. H. 
Ritenour of the Washington Gas and 
Electric Company, a member of the Insti- 
tute; Mr. H. B. Hardwick of The Com- 
monwealth & Southern Corporation; and 
Messrs. G. W. Fuchs and H. R. Flanegan 
of the Philadelphia Electric Company. 


Registry Rulings Eased 


The Securities and Exchange Commis- 
sion announced April 7 the adoption of a 
simplified registration procedure for se- 
curities of certain companies which are 
entitled to use Form A-2. 

The new procedure may be used if the 
registration statement is filed within 
ninety days after the date on which a 
previous registration statement of the is- 
suer on Form A-2 became effective, and 
if the previous statement is not subject 
to proceedings under Section 8 of the 
Securities Act of 1933 or an order en- 
tered thereunder. 

Under the new rule, the prospectus 
will comprise the principal part of the 
new registration statement. Information 
contained in the prospectus is not re- 
quired to be duplicated elsewhere in the 
registration statement except in so far as 
such information is contained in the re- 
quired exhibits. 

Certain items of the new form are re- 
quired to be answered in so far as the 
information does not appear in the pro- 
spectus. However, the answers to these 
items may be incorporated by reference 
to the extent that the information was 
given in the previous registration state- 
ment. The new order is effective now. 


France Troubled on Price Control 


One of the fundamental points of the 
Vichy government’s program is to pre- 
vent a rise in prices or at least to retard 
it as much as possible, since a general 
rise in prices would be equivalent to in- 
ternal depreciation of the franc. A new 
work gives exact indication on the opera- 
tion of price control in France. Its au- 
thor is Olivier Moreau-Neret. 

The author is regarded as an authority 
on the question, since at the beginning 
of the war he was mobilized at the Minis- 
try of Finance, where he had _ been 
previously engaged in work on economic 
questions. He since has become Under- 
Secretary of State. 





His book shows the difficulties and 
complications of the creation and opera- 
tion of a price control system. This 
system was established without any pre- 
liminaries. It was later extended and 
perfected little by little and suffered nu- 
merous revisions, which are not yet fin- 
ished. In order to give an idea of the 
complexity of the task undertaken by the 
government it is sufficient to say that the 
general texts of decrees and laws touch- 
ing price regulation cited in M. Moreau- 
Neret’s book number more than 350. 


New Yardstick of Costs Held Needed 


The huge war production orders of 
the government call for a new yardstick 
of costs as former standards have become 
obsolete, according to Mr. Roscoe Sey- 
bold, vice-president of the Westinghouse 
Electric and Manufacturing Company and 
member of the Planning Committee of 
the Controllers Institute of America, in 
addressing a financial conference of the 
American Management Association at the 
Hotel New Yorker last month. 

“Unconscionable profits,’ continued 
Mr. Seybold, may develop not as the re- 
sult of deliberate planning by a company 
but because the orders are on so vast a 
scale that producers are more or less be- 
wildered in figuring costs on normal 
bases. These “unconscionable profits” in 
any event, will be taken back by the 
government and the producer must take 
into account hazards of labor and ma- 
terial costs increases, breaking in new 
workers and machinery, defective work- 
manship, etc. 

Mr. Seybold is a former president of the 
Institute. 


“Lifo"’ Retail Price 
Index Is Now Ready 


The National Industrial Conference 
Board’s Retail Price Index (by depart- 
ments), prepared for the National Retail 
Dry Goods Association, is now ready for 
distribution. The data is copyrighted and 
will not be published through the press. 

In form the report comprises about 40 
pages, two or three of which give the in- 
dex figures. The rest of the pages ex- 
plain the approach to the problem, the 
methods employed, and give other evi- 
dence of the careful compilation of the 
data. This section of the report has been 
prepared to meet possible challenge of 
the validity of the index figures and in 
this respect it may prove of definite value 
to retailers in a number of ways. 
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Customers’ Brokers Seek Curb on S.E.C. 


The Association of Customers Brokers 
has addressed to Representative Clarence 
F. Lea, chairman of the House Interstate 
Commerce Commission, its views regard- 
ing amendments to the Securities and Ex- 
change Acts now being considered by the 
committee. 

Asserting that the association is fully 
in accord with the underlying purposes of 
the 1933 and 1934 Securities Acts, the 
letter continues: 

“In our opinion, the granting of broad 
discretionary powers to an appointed 
commission which directly or indirectly 
controls the financial fortunes of millions 
of investors and hundreds of institutions 
handling billions of savings and invested 
capital, is, in many instances, detrimental 
to the public interest. 

“This constitutes government by men 
rather than by law. We feel that under 
clearly defined laws the securities busi- 
ness, of which we are a part, can render 
more competent and more effective advice 
and service to the investing public.” 

The association therefore petitions Con- 
gress to enact amending legislation, the 
provisions of which prescribe and define 
the exact powers and authority that Con- 
gress considers necessary for the protec- 
tion of investors and in the public inter- 
est. It asks further that provisions of the 
acts that now delegate discretionary power 
to the S.E.C. be amended or deleted. 


Office Management Seminar Held 


“Office Management During the War” 
was the title of the seminar course held 
April 24 and 25 on Northwestern Univer- 
sity’s Chicago campus. Under the spon- 
sorship of Office Management Association 
of Chicago, business and education lead- 
ers discussed office management problems 
created by the national emergency. 


U. S. Tax Plan Seen Doubtful 
as Price Curb 


It must be seriously doubted that the 
Treasury’s tax program can be successful 
in withdrawing the greatest amount of 
purchasing power so as to check effec- 
tively the prige rise, the April monthly 
bank letter of the National City Bank of 
New York observes. As a solution the 
bank suggests that a sales tax coupled 
with very high corporate and progressive 
individual income taxes would be more 
successful. 

The bank points out that approximately 


70 per cent. of the estimate $17,400,- 
000,000 increase in national income in 
1941 was made up of salaries and wages. 
The principal threat of inflation thus lies 
in the swelling industrial pay rolls, the 
vast bulk of which undoubtedly accrues 
to workers in the lower income brackets, 
the bank letter says. 

“The sales tax is particularly effective 
in reaching people who spend the major 
portion of their income and, broadly ap- 
plied, is the only practicable form of 
tax that would reach everyone.” 


U. S. Chamber of C ce Puts Out 
Directory of War Agencies, Officials 





A directory of war agencies designed 
to give the American businessman names, 
addresses, and telephone numbers of 
everybody he would need to see about 
contracts, priorities, and new regulations 
in all Government fields was issued in 
April by the United States Chamber of 
Commerce. The information covers not 
only the Washington field, but also field 
offices both in this country and posses- 
sions. 

More than one million individuals, 
firms and organizations will have imme- 
diate access to the directory by receiving 
their own copies. In addition, it be- 
comes accessible to all groups who have 
been told their local Chamber of Com- 
merce is the best clearing house for busi- 
ness information in Washington. 

On both sides of 62 pages the Cham- 
ber of Commerce has mimeographed its 
directory information. Several months of 
collecting and checking went into the 
preparation. It has a four-page index for 
quick perusal. Information contained in 
the directory has been brought up to the 
date of March 15. Room numbers and 
telephone branches are given in most in- 
stances, 


Articles of Interest in ‘Balance Sheet” 


Several articles appear in the March is- 
sue of “The Balance Sheet,” publica- 
tion of the Controllers’ Congress of the 
National Retail Dry Goods Association, 
which should prove interesting to con- 
trollers. 

One is on “Practical Budgeting” by 
T. C. Sperry, controller of the Lamson 
Brothers Company, Toledo, and it was 
delivered before the New England Con- 
trollers Association in Boston on Febru- 
ary 17. Mr. Sperry discusses the three 
main classifications of budgeting in a re- 


tail store: the financial or working capital 
budget, the merchandise budget, and the 
expense budget. The author stresses the 
necessity for planning in these days of in- 
flation. 

“Canadian Wartime Price Control Sys- 
tem” is an interesting address by W. Har- 
old McPhillips given before the Detroit 
Controllers Group on January 28. Mr. 
McPhillips is Regional Prices and Sup- 
ply Representative of the Wartime Prices 
and Trade Board of Canada, and his ad- 
dress explains the functioning of the 
over-all retail price control system put 
into effect in Canada. In the summary he 
lists the advantages of the price ceiling 
both to retailer and consumer. 


W. P. B. Issues Work Safety Guide 


The instruction of new workers in 
safety practices will help avoid accidents 
which interrupt war production, Sidney 
Hillman, labor director of the War Pro- 
duction Board, said March 22 as he re- 
leased a bulletin on safety training to 
war contractors and field men of the labor 
division. The bulletin, prepared by the 
training-within-industry branch of the 
W.P.B. labor division in cooperation with 
the Labor Department’s labor standards 
division, is entitled “Safety on the Job 
for the New Employee.” 


Reybold Backs Cost-Plus 


Major General Eugene Reybold, chief 
of the United States Army Engineers, told 
the Associated General Contractors in 
February that “there need be no apolo- 
gies for the results” attained under the 
cost-plus-fixed fee basis of awarding con- 
tracts for wartime construction projects. 

“The burden for economic prosecu- 
tion of the work was thrown largely on 
the contractors,” he said, ‘and, although 
there were some distressing exceptions, 
in general the contractors fulfilled their 
responsibilities satisfactorily. When all 
is said and done the fact remains that 
most of these projects were completed on 
time, and so the first great hurdle on the 
road to national defense was surmounted.” 


Federal Accounting 


An appropriation of $150,000 has been 
made for the next fiscal year to enable 
the Treasury to carry out provisions of 
Executive Order No. 8512 dealing with 
uniform budgetary accounting. 
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unfortunate effects, an unusually 
heavy unemployment was perpetu- 
ated, and the national income re- 
mained far below the more properous 
1920's. 

All these unhappy consequences re- 
sulted in our nation being unnecessar- 
ily weakened in the face of the com- 
ing war into which we have now been 
drawn. And they will weaken it still 
further if such policies are pursued 
during this war and again at its close. 

The evidence against the spenders 
and pump-primers of the Socialist un- 
derconsumption school, who are 
chiefly responsible for the great debt 
with which we had to begin partici- 
pation in this war, is overwhelming 
in its conclusiveness, but the public 
clearly does not understand it. 


CURRENCY SUPPLY ROSE, 
VELOcITY FELL 


With the increase in our money in 
circulation and our bank deposits, 
both far beyond the level of 1929 and 
to the highest levels in our history, 
their velocity—that is, the rapidity 
with which these deposits were used 
—reached the lowest level on record 
while this spending orgy took place. 

The velocity of net demand plus 
time deposits which, according to 
figures of the Iconograph Corpora- 
tion (New York City), had fallen 
from an average of 50 times per year 
in 1929 to 16 times per year in 1932, 
never rose above approximately 20 
times per year (yearly average, in 
1935 and 1936) and reached near the 
lowest point on record (13+ per year) 
in February, July, and August, 1940, 
and the lowest point (12+) in Febru- 
ary, 1941. By March 19, 1942, the 
velocity had risen to only about 16.75 
times per year. In short, while our 
currency supply—money and depos- 
its—was rising steadily and has 
reached the highest level on record, 
the velocity of this deposit currency 
has remained for most of the years 
since 1932 at or near the lowest level 
on record. 

A low velocity of deposit currency 


reveals a lack of confidence on the 
part of people who have money to 
spend. It is a major symptom of eco- 
nomic stagnation. 

Further devastating proof of the 
same sort as to the ineffectiveness of 
the government’s relief-and-increase- 
of-consumer-purchasing-power spend- 
ing prior to the armament program, 
combined with its other currency ex- 
pansion programs, is found in the 
fact that debits to individual accounts, 
which are deposits multiplied by ve- 
locity, have remained at very low lev- 
els—for all (274) reporting centers 
in 1941 they were only 33 per cent. of 
those of 1929. 

Using a somewhat different set of 
data as of July, 1940, just before our 
armament program was seriously 
launched, and comparing them with 
averages for the year 1929, we find 
that money in circulation was in- 
creased 75 per cent., that demand de- 
posits in banks in 101 cities increased 
55 per cent., that the velocity of these 
deposits declined 73.3 per cent., and 
that average monthly debits for banks 
in 141 cities declined to 58 per cent. 
below the level of 1929. 

The picture can be presented in still 
another way: In 1929, a dollar in the 
hands of private enterprise, when rel- 
atively little government spending of 
the type of 1933-1939 was taking 
place, was doing 50 dollars worth of 
business per year (according to fig- 
ures for 101 cities). In July, 1940, 
a dollar was doing only 13.38 dollars 
worth of business per year—at a time 
when the government was spending 
huge sums of money and expanding 
the currency, and after seven years of 
such spending. In other words, the 
dollar in 1929, chiefly dominated by 
private enterprise, was nearly four 
times as effective as the dollar in July, 
1940, when it was seriously affected 
by, if not dominated by, the govern- 
ment. 





SCRATCH A CURRENCY 
EXPANSIONIST . . 


Two other relatively recent and 


very simple and irrefutable economic 
lessons were readily available as 
guides for those underconsumption 
theorists, including the spenders and 
currency expansionists, who either 
failed to understand those lessons or 
who chose to ignore them. (Scratch 
a currency expansionist and you will 
find an underconsumptionist.) These 
lessons, which should be particularly 
valuable to this nation when peace re- 
turns, are to be found in the experi- 
ence of this country in the recovery 
period of 1921-1923 and in the 
months of April-July, 1923. In 
neither period was a program of great 
government expenditures in effect, 
and yet both periods were marked by 
a sharp increase in debits to individ- 
ual accounts, in the velocity of deposit 
currency, and in business recovery. 

The period of 1921-1923 was 
marked not only by a balanced Fed- 
eral budget but by a large debt retire- 
ment each year, by an absence of gov- 
ernment hostility toward private 
business enterprise, by the free flow 
of capital into industry, by an absence 
of currency manipulation, and by 
government economy and the absence 
of any governmental program of pub- 
lic expenditure. In fact, the govern- 
ment’s fiscal and spending programs 
were almost the exact reverse of the 
policies pursued by our government 
since the latter part of 1933. 

What were the results? In 1921, 
the average monthly debits for the 
banks in 141 cities were 33,253 mil- 
lion dollars; in 1922, they were 36,- 
614 million dollars; in 1923, they 
were 38,644 million dollars; and they 
continued steadily upward until 1929. 
The velocity of deposits in 101 cities 
was 27.9 in 1921; 28.9 in 1922; 29.6 
in 1923. Thereafter it continued up- 
ward until it reached 50 in 1929. The 
index. of production (average for 
1919 = 100) rose from the low of 74 
in July, 1921, to 127 in May, 1923. 
Wholesale prices rose from a low of 
134 in June, 1921 (1913 prices = 
100), to 170 in April, 1925. 
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The months of April-July, 1935, re- 
vealed a similar upward swing, and 
it came before the government had 
announced its intention of abandoning 
a program of government economy 
for one of heavy relief expenditures 
and pump-priming. 

The record of debits to individual 
accounts in 141 cities for the months 
concerned was as follows, in millions 
of dollars: April, 22,628; May, 25,- 
486; June, 29,711; July, 31,232. 
Thereafter debits declined somewhat 
and did not again reach the July level 
until April, 1934. At various times 
after April, 1934, debits fell, under 
the government’s spending program, 
below the level reached in July, 1933. 
This was the case in all the months 
but one in 1934; in five months in 
1935; in six months in 1938; and in 
four months in 1939. 

The record of yearly rate of veloc- 
ity of deposits in 101 cities for April 
to July, 1933, was as follows: April, 
18.7; May, 19.9; June, 22.6; July, 
24.2. Thereafter velocity declined, 
and in only one month since (Decem- 
ber, 1936) has it reached the level of 
July, 1933. 

The index of production, which 
had hit a low of 58 in July, 1932 
(1923-1925 average — 100), rose 
from 59 in March, 1933, to 100 in 
July, 1933. 

Wholesale prices rose from a low 
of 59.8 in February, 1933, and from 
60.2 in March, to 68.9 in July (1926 
prices = 100). 


RECOVERY AND A BALANCED 
BUDGET 


The lesson revealed by this evi- 
dence should be inescapable. It is that 
quick and far-reaching recoveries 
came under programs that were the 
direct reverse of the government’s 
underconsumption-spending-and-cur- 
rency-manipulation programs. It also 
shows that a dollar spent by our gov- 
ernment under conditions determined 
largely by the underconsumption the- 
orists and spenders in our govern- 
ment was only one-third or one- 


fourth as effective as a dollar spent by 
private enterprise during the years, 
prior to the recession beginning in 
1929, when government spending 
was not a major factor in our eco- 
nomic life. 

I think it a tragedy that these facts 
and lessons have not been understood 
by the great majority of Congress and 
the American people long before this 
date, but it is important that they be 
understood now because a large pro- 
portion of those people responsible 
for these wasteful, disturbing, and 
uneconomic policies are still in the in- 
nermost circles of our Federal gov- 
ernment, are seemingly playing an 
important part while efforts are being 
made to pilot this nation through this 
war, and definitely propose to con- 
tinue these unfortunate policies after 
the war comes to an end. 


War EFFORT HANDICAPPED 
BY DEBT 


There is another tragic aspect of 
this uneconomic policy: Instead of 
the nation being made strong as it 
should have been—with production 
expanded and expanding confidently, 
with unemployment reduced to a min- 
imum, with new capital flowing freely 
into enterprise, with real national in- 
come and purchasing power greatly 
increased, with labor, capital, and 
management, at peace and co-operat- 
ing—, we came up to our armament 
program and war not only weakened 
in these important respects in which 
we should of been strong, but, inad- 
dition, we found ourselves loaded 
with an unprecedented debt which 
was unnecessary, unjustifiable, a con- 
sequence of recklessly pursuing eco- 
nomic heresies, and a tragic burden 
to be carried as a handicap by our 
people in their effort to win this war. 

The extent of this serious and re- 
grettable error can be perceived only 
vaguely at this time, but it may prove 
to be one of the most tragic factors 
in the history of this nation. We cer- 
tainly expect to win this war despite 


the drag of this unnecessary burden; 
but it is a most unfortunate and dan- 
gerous burden, nevertheless. We may 
be able to manage our debt burdens 
at the end of the war; on the other 
hand this unnecessary load may be the 
cause of a collapse in our fiscal system, 
the issuance of fiat money, repudia- 
tion (direct or indirect) of our debt, 
and social disaster. 

Although the fallacies of our defi- 
cit financing of recent peace times 
should now be quite clear, the full 
consequences of pursuing such an un- 
warranted policy are yet to be reaped! 
Whatever form these ultimately take, 
they can mean nothing but an unnec- 
essary, burdensome, and dangerous 
load to carry throughout the years to 
come if not a most serious tragedy for 
the American people. 

Should all my eight recommenda- 
tions be accurate, and should they and 
other beneficial policies be pursued by 
our government during this crisis, 
stresses and strains of great magni- 
tude and of a most distressing sort 
will nevertheless result. The nature 
of arming and war make this so 
of necessity. War is an insane and 
destructive business. Destructive, 
also, are the aids and “remedies” 
which may be employed. Heavy tax- 
ation is destructive. Sharply rising 
prices which do not induce greater 
production are destructive. Price fix- 
ing is destructive. A heavy debt is 
destructive. There is no way to avoid 
their consequences by any device or 
set of devices known to man. They 
are among the penalties paid when 
people resort to war. All that can be 
done is to minimize them as much as 
possible, and this can be done only by 
recognizing and capitalizing the laws 
of Economics; it cannot be done by 
attempting to legislate such laws out 
of existence. 

Finally, and this is really a ninth 
recommendation, we should adopt at 
the end of the war the least harmful 
of the alternatives which may be em- 
ployed to combat the unfortunate sit- 
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Standards for Control of Prices 
Under Price Control Act 


At a time when every thoughtful 
American is deeply concerned regard- 
ing the eminent danger of an uncon- 
trolled inflation, and when every 
newspaper is speculating and fore- 
casting the steps which the Govern- 
ment may or should take to avoid 
such inflation, I find it extremely dif- 
ficult, as a representative of the Of- 
fice of Price Administration, to talk 
about the existing statutory frame- 
work of price control. Nevertheless, 
I do plan to confine myself pretty 
much to the prosaic rules of the game 
—the standards for the control of 
prices which have been laid down for 
us by the Congress in the Emergency 
Price Control Act of 1942. But be- 
fore considering the statutory guides 
to regulation it may be wise to indi- 
cate briefly the stakes that we are 
playing for, and the probable conse- 
quences of failure. 

It is important not only that our 
standards be understood and accepted 
as fair, but that price stability be rec- 
ognized as the most important sector 
of the war on the home front. For 
unless we have such understanding 
and acceptance by those whose prices 
are being controlled, regulation can- 
not succeed. If we fail, a glorious 
chapter in the history of the world— 
a chapter concerned with personal 
freedom and democratic self-govern- 
ment—may be closed. 

The reason we are all troubled 
about inflation is that as a nation we 
have more money to spend than we 
have consumer goods to buy. We 
must either reduce or immobilize a 
substantial portion of the nation’s 
spendable income, or increase the 
supply of consumer goods, and we 


By David Ginsburg 


can not do the latter because we are 
arming the forces of the United Na- 
tions. 


LEss CONSUMER GOODS, AND 
More To SPEND 


Last year we had 74 billion dollars 
left to spend after personal taxes and 
savings were deducted from our in- 
dividual incomes. At the same time 
we had just about an equal amount of 
consumer goods and services avail- 
able to be bought. We came through 
the year with some price increases, 
but on the whole we did pretty well. 
This year, if income payments con- 
tinue at their present accelerated rate, 
and even if the present proposed tax 
program is enacted, we figure that af- 
ter deducting personal taxes and sav- 
ings, spendable incomes will be in- 
creased from 74 billion dollars to 86 
billion dollars. 

At the same time the supply of con- 
sumer goods and services, we esti- 


mate, will fall from 74 billion to 69 
billion dollars at current prices. This 
leaves a menacing inflationary gap of 
about 17 billion dollars. That is 
probably more than any government 
price controller can handle. - Seven- 
teen billion dollars bidding for a 
short supply of goods in a tight mar- 
ket will get around any price control 
and any rationing schemes that any 
government can devise. 


INFLATED PRICES BIG PORTION 
OF War’s Cost 


Since the outbreak of the war in 
September, 1939, a period of about 
thirty months, prices of basic raw ma- 
terials have increased 66 per cent., 
wholesale prices 31 per cent., and re- 
tail prices at least 26 per cent. To- 
day I imagine retail prices have just 
about caught up with wholesale in- 
creases. But the significant fact is 
that half of the raw material price in- 





CONTROLLING PRICES 





The setting of price ceilings, as a subject, and the presence 
of Mr. David Ginsburg, general counsel of the Office of Price 
Administration, drew a large audience to the session of the 
War Conference of Controllers on April 13, in New York City, 
in which this topic was discussed. 

Mr. Ginsburg, a graduate of West Virginia University and 
of Harvard’s Law School, went to Washington in 1935 as an 
attorney with the Securities and Exchange Commission. He 
was later with Supreme Court Justice William O. Douglas as 
his law clerk, and when Mr. Leon Henderson became a member 
of the National Defense Advisory Commission in charge of 
Price Stabilization, Mr. Ginsburg became legal advisor to that 
Division. He has been with Mr. Henderson since June, 1940. 

His presentation was regarded by his hearers as enlightening 


and instructive. 
—THE EDITOR 
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crease, two-thirds of the wholesale, 
and two-fifths of the retail price in- 
crease have taken place during the 
past twelve months. It is the accel- 
erating rate of increase that is most 
frightening. 

The last war cost this country 31 
billion dollars. Of this, 1314 billion 
dollars represented not ships and 
guns, but inflated prices. The rise of 
prices since September, 1939, has al- 
ready increased the prospective cost 
of this war by more than the total 
cost of the last war. If the present 
rise in prices were permitted to con- 
tinue it would add at least 50 billion 
dollars to the cost of the war by the 
end of 1943. 

The consequences of such increases 
were summarized in the President’s 
message to Congress of July 30, 1941, 
when he called for price legislation. 
The President spoke of the impair- 
ment of production that necessarily 
accompanies inflation; the specula- 
tion and the hoarding and the in- 
crease in the public debt. He spoke 
of the race between wages and the 
cost of living, and the spiral which 
always results. “Great profits,” he 
said, “are reaped by some, while 
others with fixed and low incomes 
find their living standards drastically 
reduced and their lifelong savings 
shrunk. The unskilled worker, the 
white collar worker, the farmer, the 
small businessman and the small in- 
vester, all find that their dollar buys 
ever less and less. 

“The burden of defense is thrown 
haphazardly and inequitably on those 
with fixed income or whose bargain- 
ing power is too weak to secure in- 
creases in income commensurate with 
the rise with the cost of living. 

“And over all hovers the specter of 
future deflation and depression, to 
confuse and retard the defense effort 
and inevitably aggravate the dangers 
and difficulties of a return to a nor- 
mal peace-time basis.” 

These are the necessary results of 
the erratic, uncontrollable price in- 


creases we call inflation. Those con- 
sequences are well known, and for 
that reason price control like virtue 
probably enjoys a kind of general 
amorphous public approval. 


PROFIT TO NATION Is LARGE 


Assuming a national income of 
about 100 billion dollars, each 1 per 
cent. we keep the price level from ris- 
ing yields a profit to the nation of a 
billion dollars. If in your dealings 
with us, therefore, you find that we 
haggle over increases of 1 per cent. 
or less, just keep this fact in mind: 
Each billion is made up of a lot of 
individual price increases which OPA 
has refused to allow. 

As most of you are aware, the price 
control contemplated by the legisla- 
tion is control over the maximum 
prices of all articles, products and 
materials, whether raw materials, 
foodstuffs or finished products, and 
whether at the manufacturers’, whole- 
salers’ or retailers’ level. This author- 
ity extends over imports and exports 
and over sales and purchases by the 
the United States and the States. 

The Administrator may take action 
whenever in his judgment the price 
or prices of a commodity or com- 
modities have risen or threaten to rise 
to an extent or in a manner incon- 
sistent with the purposes of the Act. 
The Administrator, therefore, has 
discretion either to establish maxi- 
mum prices for particular commod- 
ities or groups of commodities in fur- 
therance of a policy of selective price 
control, or if it should prove neces- 
sary, to establish a ceiling over prices 
for all or a number of commodities 
at one time. 

The basic standards that must be 
satisfied under the Act in establish- 
ing maximum prices are that the 
prices must be “generally fair and 
equitable” and must effectuate the 
purposes of the Act. The outer con- 
tours of “generally fair and equi- 


table” are not susceptible of precise 
definition, and the content of the 
term will vary with ‘the particular 
commodity. Certain questions are im- 
mediately raised: May prices be gen- 
erally fair and equitable which are 
nevertheless too low to permit a par- 
ticular producer or seller to sell the 
commodity profitably? The answer 
to the question as so stated clearly 
must be in the affirmative. Maximum 
price regulations are not issued for 
individual companies; they are quasi- 
legislative enactments of general ap- 
plication. Their fairness must be 
general and not specific, and the Act 
expressly so provides. 

But what is meant by the term 
“generally”? To what percentage of 
the sellers of a particular commodity 
must the regulation be fair and equi- 
table—the majority? The bulk? 95 
per cent.? And does the term “‘gen- 
erally” have reference to number of 
sellers or to volume of sales? None 
of these questions can be answered 
definitively. The most we can do is to 
indicate frames of reference against 
which the consequences of a maxi- 
mum price can be measured. But a 
frame of reference is not a mold to 
which the maximum price must be 
shaped. The point is that the mean- 
ing of these guides, and indeed the 
content of the term “generally fair 
and equitable,” will change not only 
with the commodity but with the eco- 
nomic level at which the price con- 
trol is being exercised. To think and 
to speak in terms of a price that is 
generally fair and equitable to pro- 
ducers responsible for the bulk of 
production may be entirely appropri- 
ate in measuring the effect of maxi- 
mum prices established at the manu- 
facturing level. Yet the concept may 
carry no particular meaning when, 
for example, the consequences of a 
general price ceiling over all of most 
prices at the retail level are being ap- 
praised in the light of the statutory 
standards. 
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EXPERIENCE WILL GUIDE IN 
SETTING CEILINGS 


The Act does indicate certain spe- 
cific guides to what is generally fair 
and equitable for individual prices. 
But these are not exclusive and need 
be applied only “‘so far as practica- 
ble.” Moreover, there is much room 
for judgment in the application of 
even those guides that are specified. 
This can perhaps best be illustrated 
by raising certain of the administra- 
tive and operating problems which 
may be involved in particular cases. 
In their essence, none of these prob- 
lems is susceptible of decisive solu- 
tion by the Administrator or the 
courts. They merely suggest the ex- 
istence of several courses of action, 
any of which may be reasonable. Ten- 
tative administrative choices will un- 
questionably be reconsidered in the 
light and as a result of experience 
gained in day to day operations. 

In issuing a maximum price regu- 
lation the Administrator is required, 
so far as practicable, to ascertain and 
give due consideration to the prices 
prevailing between October 1 and 
October 15, 1941. A good sized book 
could be written about the problems 
of carrying out this requirement. 
Both the commodity and the price 
must be defined, and often neither 
definition is an easy task. For a com- 
pletely unstandardized commodity 
like waste paper, for example, the 
definition of commodity is beset with 
extraordinary difficulty. Almost al- 
ways it happens that the ‘“commod- 
ity” about which our economists and 
business specialists (to say nothing 
of the lawyers) talk so glibly, is found 
to be not one but many commodities, 
and therefore not one, but a myriad 
of prices. 

Frequently, too, the first half of 
October is found to be an unreliable 
and unrepresentative period, during 
which either no prices existed at all 
or such prices as existed were abnor- 
mally high or low on account of sea- 
sonal or speculative influences. To 


meet this situation the law fortu- 
nately allows us to pick another and 
more representative half month pe- 
riod. 


UsE OF SPECIFIC PERIOD 
DESIRABLE 


There seems to be no question of 
the reasonableness and desirability of 
using as a standard the prices and 
price relationships as they actually 
existed at some point or period of 
time. It could be argued of course 
that October 1 to 15 is not the best 
period which Congress might have 
chosen. But it can hardly be argued 
that the use of some such period is 
not a desirable thing. Prices in any 
base period were presumably arrived 
at by the normal interplay of eco- 
nomic and competitive forces (ex- 
cept for such influence on the price 
structure as may have been exerted 
by unlawful private restraints and the 
OPA). Price differentials may be 
presumed to be satisfactory to trade 
and industry, and the burden of proof 
is upon those who seek to disestablish 
such relationships. Without some 
such standard we should be in the un- 
comfortable position of having to de- 
velop a price structure on some en- 
tirely new and artificial foundation 
—possibly cost plus some variety of 
standard markup. Regardless of the 
faults and difficulties of the base pe; 
riod standard, it affords a far more 
satisfactory standard than anything 
else that has so far been suggested. 

Clearly, however, the Administra- 
tor is not required to adopt the price 
which prevailed for the commodity 
during the base period as the maxi- 
mum price. Nor is the maximum 
price necessarily valid simply because 
it is the price which prevailed during 
that period. Departures from base 
period prices are allowed, and the 
Administrator is given a reasonably 
free hand in doing so. Certain bases 
for adjustment are indicated: specu- 
lative fluctuations, general increases 
or decreases in cost of production, 


distribution and transportation, and 
general increases or decreases in prof- 
its earned by sellers of the commod- 
ity, during and subsequent to the 
year ended October 1, 1941. Many 
of the most difficult questions under 
the Act arise out of the need to make 
these adjustments. 

In times like these fluctuations 
caused by speculation are exception- 
ally numerous and damaging. In gen- 
eral, we try to anticipate them. We 
have acted on the assumption that it 
is not necessary to wait until fluctu- 
ations are actually upon us in order 
to act; instead, we try to establish 
maximum prices when our studies of 
the economic situation disclose con- 
ditions of supply and demand which 
suggest trouble. Too often we have 
not been able to move fast enough. 
One of the extraordinary phenomena 
in these days of short supply is the 
reversal of the normal relationships 
between new or virgin supplies of 
commodities, and used items or scrap. 
It is no accident that our first price 
schedule covered used machine tools, 
and that so many others have dealt 
with second-hand equipment and 
waste materials. The wild fluctua- 
tions in the prices of these commod- 
ities are an added illustration of the 
truth of the adage about a bird in 
the hand. 


PRIMARILY CONCERNED WITH 
INDUSTRIES 


The next relevant factor specified 
by the Act comes very close to the 
bailiwick of the controller. The Ad- 
ministrator is required to consider 
general increases or decreases in cost 
and profits of sellers during and sub- 
sequent to the year ended October 1, 
1941. As I have already indicated, 
we are of necessity primarily con- 
cerned with industries rather than in- 
dividual concerns. Whether such 
costs and profits have generally in- 
creased or decreased can be deter- 
mined only by comparing them with 
costs and profits of sellers during 
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some other period. Wisely enough, 
the Act does not require any particu- 
lar period to be taken as the basis 
for comparison. In many cases prof- 
its earned during the 1936-1939 pe- 
riod will be the best basis for compar- 
ison with profits earned during and 
subsequent to the year ended October 
1, 1941. This is true partly because 
that period did not reflect emergency 
expenditures, partly because it com- 
prised both good and bad years under 
peacetime conditions, and partly be- 
cause the period has been utilized for 
purposes of the excess profits tax. 
Many of you have already compiled 
much of the necessary statistical in- 
formation about operations during 
the period. 

In comparing present and past 
profits, of course, we make allowances 
for companies and industries which 
were particularly depressed during 
the base period, and we allow also 
for substantial increases in invest- 
ment since 1939. We also fully rec- 
ognize the dangers of relying on cal- 
culations which include one or two 
excessively profitable giants with a 
lot of unprofitable pygmies. Con- 
cerning all these matters we have 
been warned, and our comparisons 
are modified accordingly. 

It has been suggested also that we 
might take the first quarter of the 
year beginning October 1, 1940, in 
order to determine the course of prof- 
its during the entire year. Still an- 
other suggestion is that the year be- 
ginning October 1, 1939, and ending 
October 1, 1940, be taken as the base. 
I think it is fair to say, however, that 
the choice of a comparative period is 
not a matter of statutory interpreta- 
tion; it is one of fair administration. 
Reasons that would impel the choice 
of the 1936-1939 period for a partic- 
ular commodity might well give way 
in the light of considerations appli- 
cable to another commodity. The 
controlling test must be the reason- 
ableness of the judgment exercised 
in the light of all the circumstances. 


No particular maximum price is the 
only one that is generally fair and 
equitable and will effectuate the pur- 
poses of the Act. There will be a 
range of maximum prices which sat- 
isfy these standards. The statutory 
requirements are met so long as the 
Administrator has acted in accord- 
ance with law and has not acted ar- 
bitrarily or capriciously in the light 
of the circumstances prevailing at the 
time of action. Thus, although prices 
prevailing during the October 1 to 
15 period could be adjusted down- 
ward in many cases (because such 
prices may allow profits which greatly 
exceed profits earned during any se- 
lected comparative period), it may 
prove undesirable to do so. In the 
interest of stabilization, the Admin- 
istrator generally has attempted to 
fix maximum prices at the levels 
which prevailed during October 1 to 
15, 1941. But once prices are estab- 
lished at these levels, they may well 
be maintained in the face of cost in- 
creases unless it can be shown that 
profits no longer compare favorably 
with profits earned during the period 
chosen for comparative purposes. 


ProFits Must BE CONSIDERED 


Occasionally we have been told 
that our obligation is automatically 
to increase or decrease the October 
1 to 15 prices in exact proportion to 
general increases or decreases in costs. 
We have rejected this policy for two 
reasons: the first is that the Congress 
also told us to consider “general in- 
creases and decreases in profits.” The 
statute, therefore, prohibits any such 
mechanical approach. And frequently, 
consideration of profits makes it clear 
that industries can well afford to ab- 
sorb even substantial cost increases and 
by doing so make a contribution to 
the stabilization of the price level. 

A second reason is that automatic 
adjustments for cost without regard 
to profits would amount to putting 
industry on a cost-plus basis. Most 
of you remember the First World 


War variety of cost-plus contracts. 
Their principal characteristic was 
that they completely lacked incentive 
for the contractors to keep costs 
down. No penalty attached to waste- 
fulness and extravagance. In fact, 
the higher the cost the greater the 
fee, so that there was a positive in- 
ducement to lack of economy. We 
have no desire to repeat that mistake. 
In normal times business men hesi- 
tate before acceding to unwarranted 
increases in the prices of materials and 
supplies, unreasonable wage demands, 
and other varieties of cost increases. 
There is no reason now why we should 
encourage an abandonment of that 
healthy practice. If your companies 
knew that they could obtain automatic 
increases in prices for any cost in- 
creases the principal inducement to op- 
pose unwarranted increases in cost 
would be gone. In times like these 
the ordinary deterrents of competition 
and the falling off of demand are ab- 
sent. OPA must take their place. And 
we have sought to discharge our obliga- 
tion to buyers conscientiously. 

The measurement of cost increases 
and decreases presents many complex 
problems, as you well know. Mere 
increases in wage rates and material 
prices do not result in corresponding 
increases in unit costs. There may be 
offsetting economies in production or 
in distribution. And there may be 
decreases in other unit costs, espe- 
cially by reason of increased produc- 
tion. This last offsetting factor, I 
recognize, has in many industries run 
its course. Plants are filled to capac- 
ity if they have not been affected by 
material shortages, or their produc- 
tion is actually declining if they have 
been hit by priorities or other forms 
of curtailment. 


Must MEASURE Cost CHANGES 
IN BROAD TERMS 


With the complexities of cost al- 
locations and cost accounting you are 
much better acquainted than I. You 
will sympathize, therefore, with the 
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efforts of OPA to avoid, so far as 
possible, the task of carrying out cost 
analysis to the bitterend. We prefer, 
wherever possible, to measure cost 
changes in broad terms, with special 
attention to direct costs which raise 
no questions of arbitrary allocation. 

As a matter of fact, we have 
adopted as a rough working princi- 
ple, the policy that, where out of 
pocket costs are covered, with some- 
thing to spare, and the company’s 
(or industry's) general profit posi- 
tion is reasonably good, we will not 
approve a price increase on the par- 
ticular commodity involved. In other 
words, if, in order to establish a case 
for a price increase on a particular 
commodity, a company or an indus- 
try whose profit position is favorable 
tries to lead us though the mazes of a 
complex series of cost allocations, we 
refuse to follow. 

On the other hand, if direct costs 
of a given commodity are not cov- 
ered by the current price, even 
though overall profits may be good, 
we are disposed to adjust the price 
upward. But I must add that the dis- 
closure of this kind of situation is 
likely to lead to the conclusion that 
the profits on some other line of 
goods are excessive, and we naturally 
set our accountants to work to get 
the facts. 

So far we have not had to deal 
very extensively with the pricing 
problems of curtailed industries, but 
we have had a few such cases—they 
have become more numerous lately 
—and we have done a lot of thinking 
about them. If the War Production 
Board shuts down an entire industry 
we have no problem. If they cannot 
make any, they cannot sell any, and 
we do not have to worry about price. 
We come into the picture when cur- 
tailment is partial, not complete. 
Unit overhead costs increase as pro- 
duction volume declines. With a 
given plant and equipment and su- 
pervisory organization producing 
only 50 per cent. as much goods in 


1942 as in 1941, the fixed overhead 
per unit is going to be twice as great. 
These facts cannot be disputed. 

Should such a cost increase be ac- 
cepted as the basis for a price in- 
crease? The question is a tough one, 
and no general answer is going to 
hold good for all kinds of cases. The 
real problem is whether we can pay 
for priorities through the price sys- 
tem and yet avoid inflation. I think 
it cannot be done. 

Moreover, to give way on price 
with every curtailment would deprive 
the producers of a very sharp incen- 
tive to economize. All of us agree 
that there are some fixed items of 
overhead which just cannot be cut 
down. But there are very few indeed 
which are entirely incapable of be- 
ing reduced if a determined effort is 
made. One of the best preventives 
for inflation is a little judicious de- 
flation. And if OPA does not sup- 
ply the motive in this sellers’ market, 
I am afraid that no one else will. 


INDUCEMENT To SEEK WAR 
CONTRACTS 


Finally—and in many ways most 
importantly—we want to do all we 
can to promote conversion of plants 
and personnel to war production. 
Many concerns do not like war busi- 
ness (and you know some of the 
reasons why they do not). If they 
could automatically cover their in- 
creased unit costs by increased prices 
they would have little inducement to 
seek war contracts or sub-contracts. 
Our policy supplies one inducement. 

This problem of pricing the prod- 
ucts of industries whose output has 
been curtailed raises another ex- 
tremely important issue—the issue of 
concentration of production. For 
example, instead of cutting the out- 
put of 20 producing units by 70 per 
cent., so that each company operates 
at only 30 per cent. of capacity, the 
question arises why some companies, 
perhaps those who can convert most 
easily to wartime production, should 


not be cut completely and given war 
contracts and others, less able to han- 
dle war business, permitted to oper- 
ate at capacity. By concentrating 
production in a given industry into 
a relatively small number of plants 
increases in overhead unit costs can 
largely be averted. That is our ma- 
jor concern. In addition, however, 
concentration helps the most effi- 
cient change-over of labor, materials, 
machinery and floor space to war 
uses. It effects economies in trans- 
portation costs and in the use of 
scarce materials. And it preserves, 
so far as possible, the maximum num- 
ber of individual units in an industry 
from permanent dissolution as a re- 
sult of wartime conditions. 


ENGLISH EXPERIENCE FAVORABLE 


The English experience with con- 
centration as a means of avoiding 
cost increases due to reduced produc- 
tion has been favorable. In general, 
production of the civilian product is 
being channeled into fewer plants; 
other plants are converted entirely to 
war needs; still others, particularly 
where labor can be diverted to war 
needs, are closed entirely. Operat- 
ing arrangements are handled by a 
variety of procedures; one method 
involves an agency arrangement 
whereby one firm undertakes exclu- 
sive civilian production, selling a por- 
tion of its output to other firms at 
cost for disposal through their nor- 
mal distribution channels; another 
involves a pooling arrangement un- 
der which one firm produces and dis- 
tributes the civilian product and 
shares the profits with other firms. 
In some cases, concentration has been 
accompanied by the elimination of all 
private brand names. 

The difficulties involved in concen- 
tration on any large scale are ex- 
treme. Yet I doubt whether the prob- 
lem, both from the point of view of 
price and production, can much 
longer be ignored. 

To talk only of standards for price 
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control without regard to the neces- 
sity for information, is to emphasize 
form at the expense of substance. 
Maximum price regulations under 
the statutory standards can be formu- 
lated intelligently only upon the basis 
of complete information regarding 
complex economic and business facts. 
This naturally brings up the distaste- 
ful problem of questionnaires and 
other requests for information. 


PUTTING BRAKES ON 
QUESTIONNAIRES 


It is unfortunately not as much of 
a joke as it once was to remark that 
company officials are as busy getting 
out Government reports as they are 
getting out the goods. I want to as- 
sure you that the OPA is deeply 
aware of the burdens involved and 
all their implications. We intend to 
ask for as little information as we 
can. In fact, the watchdogs who con- 
stitute our Questionnaire Section, 
whose duty it is to criticize all re- 
quests for information, are disliked 
all over the shop because they ham- 
per their operating staff by denying 
them access to information in your 
books and records. I should not like 
to estimate how much money and 
trouble you have been saved by this 
Section, but it is considerable. 

Later this afternoon I understand 
that Mr. William W. Werntz, with 
whom I was for some years associated 
at the Securities and Exchange Com- 
mission, is going to talk with you 
about forms for the gathering of cur- 
rent profit data which he has helped 
prepare for OPA. This project, 
which is designed to simplify and 
regularize reporting of financial data 
and avoid the necessity for sporadic 
and intermittent investigation, has 
been in process for many months. 
Many of you are aware that members 
of The Controllers Institute of Amer- 
ica have given generously of their 
skill and time in assisting our ac- 
counting staff in the preparation of 
plans for this task. Before long some 


of you will be called upon to assist 
us by actually furnishing the data. In 
general, our plans call for fairly wide- 
spread obtaining of financial data 
every three months. I am no expert 
on the details, so let it suffice for me 
to thank you in advance for your co- 
operation. 

In spite of the recognized cost and 
annoyance of having to disclose so 
much of your companies’ affairs, I am 
sure you will readily agree that we 
must have a certain minimum of in- 
formation to do an intelligent job of 
price control. We have been given a 
task to do. The choice of methods 
of doing it lie between blind, arbi- 
trary, uninformed action, based on 
incomplete knowledge, and in- 
formed, well conceived, and reason- 
able action based on accurate and up 
to date information, gathered how- 
ever painfully from original sources. 
The decision seems obvious to me 
and I am sure to you. Those who 
furnish the information will be the 
beneficiaries of intelligent action. 

I rather feel that this brief discus- 
sion of the standards for price con- 
trol and the methods by which we 
have tried to adhere to them must 
seem unscientific and inexact to you 
whose standards are so much more ac- 
curately conceived and so much bet- 
ter established. Ordinarily you can 
measure your performance in dollars 
and cents and from day to day. Our 
performance must necessarily be meas- 
ured in much less tangible terms, 
and I am afraid we shall not know 
whether or not we have really done 
a good job until sometime—perhdaps 
several years—after it is completed. 
Price indexes are important but not 
the only measure of our success or 
failure. However, I hope that you 
will agree that the fact that we have 
some standards is significant, and that 
we try to live up to them is hopeful. 
And I assure you that within our 
statutory framework we are open al- 
ways for criticism and suggestions 
from those who are subject to regu- 





lation under the Act. With the sym- 
pathetic understanding and assist- 
ance of persons like yourselves and 
the companies like those you repre- 
sent, our chance for success will be 
multiplied. 





A PROGRAM FOR THE WAR 
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uations which of necessity will result 
from it. With respect to the huge 
Federal debt which will exist, the 
least harmful solution, and the one 
that must if possible be obtained in 
lieu of a disastrous devaluation of our 
dollar (a sleight-of-hand-method of 
debt repudiation), or outright repu- 
diation, will be found in educating 
the people to accept a large perma- 
nent debt on which only the interest 
will be paid, except as unexpected sur- 
plus funds make possible some retire- 
ment from time to time. This is the 
only way that the American people 
can be saved at all from the burdens 
of crushing taxation for several gen- 
erations to come, on the one hand, 
and from the disasters of radical cur- 
rency devaluation or some other form 
of debt repudiation, on the other. 





Bankers Urged To Fight Taxes 
on State and Municipal Bonds 


If the Federal government succeeds in 
its attempt to tax the income of state and 
municipal bonds, most of the resulting in- 
creased cost of local government financing 
will have to be met by higher taxes on 
real estate, Austin J. Tobin, secretary of 
the Conference on State Defense, warned 
in March in a speech before the annual 
conference of the Central State Group of 
the Investment Bankers Association. 

Mr. Tobin called upon investment 
bankers to join in the fight to balk the 
Treasury Department’s campaign to have 
state and municipal bonds removed from 
tax-exempt categories. 

Quoting estimates that taxing the pro- 
ceeds of bonds issued by local govern- 
ment agencies would add $175,000,000 a 
year to the cost of state and municipal 
financing, he warned that property own- 
ers, who now provide 84 per cent. of 
local government revenues, would be 
forced to meet this added burden. 














OPA SEEKS BASIC FINANCIAL INFORMATION 








Purposes and Contents of the 
New OPA Reporting Forms 


Within the next few weeks some 
25,000 American business corporations 
will be asked to file with the Office of 
Price Administration basic financial in- 
formation for the year 1941 and the 
first quarter of 1942. This request will 
initiate a program of quarterly and an- 
nual reports designed to furnish the 
Office of Price Administration with 
general financial information as a back- 
ground for the more specific detail of 
inquiries as to prices, unit costs and 
other data relevant to the problems of 
price control. 

A general reporting program was 
decided upon only after a great deal of 
thought had been given to two other 
obvious possibilities—first, using ma- 
terial already on file with other govern- 
mental agencies or published in com- 
mercial and financial services; and 
second, requesting information as the 
need therefor became apparent from 
the study undertaken in connection 
with the promulgation or reconsidera- 
tion of price schedules as to specific 
commodities. Indeed, the questions 
heard asked most frequently are: ‘How 
can you use general data such as balance 
sheets and income statements in study- 
ing and setting ceilings for the prices 
of specific commodities?” and “If you 
must have this general information, 
why not use what is required to be 
filed with the Securities and Exchange 
Commission, the Federal Trade Com- 
mission, or the Bureau of Internal Rev- 
enue, or which has otherwise been 
made public?” Those are fair ques- 
tions to which the business man and 
the public are entitled to an answer. 
Before describing the forms that are 
being sent out, therefore, I would like 
to put down the reasons which justify 
the proposed program. 


By William W. Werntz 


LITTLE FINANCIAL INFORMATION 
ON SMALL BUSINESS 


First, the most striking fact about 
financial information as to most of our 
smaller business companies is its ab- 
sence. For the most part only large, 
national companies have securities 
listed on national securities exchanges 
are therefore required to file regularly 
with the Securities and Exchange Com- 
mission. Even if we add those com- 
panies which have sold in the last few 
years large enough blocks of their se- 
curities to be required to file annual 
reports with the Securities and Ex- 
change Commission the coverage is 
still limited to about say 2,500 com- 
panies, not counting their subsidiaries 
as separate units. The groups which 
have contributed to the Federal Trade 
Commission’s survey of Industrial Cor- 
poration Reports are if anything even 
smaller and overlap to a very large de- 
gree with the Securities and Exchange 
Commission group. Yet according to 
figures for corporations filing income 


tax returns in 1940 there were some 
69,000 which had assets of $25,000 
or more, of which over 30,000 were 
engaged in wholesale and retail trade, 
manufacturing, construction, mining 
and agriculture. It is thus clear that 
the sources mentioned do not provide 
information about the multitude of 
small and medium sized businesses that 
occupy so large a part of our economic 
affairs and ate consequently of such 
significance in the problems of price 
control posed by the Emergency Price 
Control Act of 1942. 


ANNUAL TAX RETURNS 


It is true that all of these companies 
file annual income tax returns includ- 
ing a balance sheet, a computation of 
taxable income and a surplus reconcili- 
ation. In arriving at net taxable in- 
come some classification of ‘‘deduc- 
tions” is made—the term ‘‘deduc- 
tions” is used intentionally to contrast 
the items with “expenses” in the or- 
dinary accounting and business sense— 
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| NEW QUESTIONNAIRE FOR BUSINESS DESCRIBED BY 
ONE OF ITS AUTHORS 


Questionnaires are being sent out to manufacturers, whole- 
salers and retailers to obtain information needed by the Office of 
Price Administration to establish price ceilings. Mr. William W. 
Werntz, Chief Accountant of the Securities and Exchange Com- 
mission, who has been “‘loaned’’ to OPA to handle this problem, 
explains in this address the background of the forms going out, 
their purpose, and the uses to which they will be put. 

Mr. Werntz is familiar to all members of The Controllers In- 
stitute of America through his many appearances before differ- 
ent Control meetings and through his published articles in The 
Controller. He delivered the address reproduced here at the East- 
ern War Conference of Controllets held by The Institute in New 
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for the two concepts are by no means 
the same. However, even if we lay 
aside for the moment the problem of 
legal accessibility, these reports suffer 
from a variety of weaknesses when 
their utility to the solution of problems 
of price control is at issue. They, like 
the reports to the Securities and Ex- 
change Commission and the Federal 
Trade Commission, are on an annual 
basis and so would not become avail- 
able, on the average, until about eight- 
een months after the beginning of the 
period they cover, and say six months 
after the close of that period. That 
timing allows at most only three 
months, from the time they are re- 
quired to be filed, for their handling 
and assembling in a form useful to the 
Office of Price Administration, for 
their compilation by industry or com- 
modity groups, and for their study and 
analysis. If the extensions commonly 
granted be considered, the time lag 
will be proportionately increased. But 
problems of price control cannot be 
expected to go unsolved until such data 
become available. It seems quite clear 
that information more current than 
such reports would furnish is essential 
if price control is to keep step with 
business. The proposed program is 
for annual and abbreviated quarterly 
data from which, estimated though it 
may be, something may be learned not 
only about last year or the year before, 
but also about last month and the 
month before. 

The tax returns, moreover, suffer 
from a technical difficulty that is even 
more real and troublesome than the 
time lag problems just mentioned. Tax 
returns, after all, are just that—compu- 
tations of net taxable income. They 
are primarily concerned with arriving 
at a total of what the tax statutes and 
regulations define as gross income and 
the total amount that may, in accord- 
ance with the words of the statute and 
the text of the regulations, lawfully be 
deducted therefrom. It is not very 
hard to show that what is considered 


to be “gross income,” “deductions” 
and “net taxable income’ has, because 
of changing legislation and new court 
decisions, varied more over past years 
(and probably in the future) that what 
is considered businesswise and account- 
ingwise to be “‘sales and other income,” 
“expenses” and “profits.” The statu- 
tory nature of such concepts as percent- 
age depletion, unallowable reserves, 
the March 1, 1913, date, the depreci- 
ation “‘basis,” the tax-free reorganiza- 
tion, and non-taxable dividends and 
interest, to say nothing of capital gains 
and losses, loss carryovers and the like, 
is so well known as not to require 
comment. 

For our purposes the standard com- 
mercial services such as Moody’s, Stand- 
ard and Poor’s, and Dun and Brad- 
street’s not only suffer from lack of 
coverage and uniformity but also the 
statements they include are not subject 
to the sanctions applicable to all re- 
ports to government agencies. Most 
businesses also have probably had to 
file financial reports for credit pur- 
poses with various banks and, for stat- 
utory purposes, with appropriate state 
authorities. Even if such reports were 
in all cases adequate in scope for our 
purposes and were fully comparable, 
which is not the case, the problem of 
prompt assembly would be unsur- 
mountable. 


DirEcT COLLECTION OF DATA 
Is BEST 


Such considerations have been con- 
vincing that, assuming the need for 
such general data, direct collection 
from the companies themselves is the 
only feasible solution. The problem 
then is whether to have a regular, re- 
current reporting scheme supplemented 
by special inquiries where necessary, or 
whether to request no information un- 
til a specific problem arises and then 
to request not only the filing of gen- 
eral financial information but also the 
submission of whatever data may be 
specially relevant to the problem at 


hand. Such a decision is not an easy 
one to make and there is much to be 
said in favor of each method. More 
persuasive appear to be the arguments 
in favor of a program for regular re- 
ports. 

In the first place, the difficulties in- 
volved in furnishing quarterly infor- 
mation, or indeed annual financial in- 
formation in a particular form or 
degree of detail, are at a minimum 
when it is known in advance that re- 
ports in a prescribed form are to be 
made up shortly after the close of the 
period covered. In such case, appro- 
priate preparations may be made and 
the report filed at a time when the op- 
erations of the period under report are 
still fresh in mind. On the other hand, 
to furnish quarterly statements retroac- 
tively may be impossible if no break 
was made at the close of the quarterly 
periods. Moreover, the effort of ret- 
roactively recasting even annual state- 
ments to furnish data in specified form 
and detail cannot fail to be much 
greater than where it is known in ad- 
vance what is wanted. 

In the second place, there is the defi- 
nite probability that in the case of 
multi-product companies, problems 
(and hence the need for data) may 
originate from two or indeed several 
independent sources and at quite dif- 
ferent times. It seems quite likely as 
a result that more than one and per- 
haps several requests might be made of 
a company to furnish about the same 
information. Nor would it be possi- 
ble, in view of the multitude of com- 
panies and products involved and the 
diverse origin and timing of such re- 
quests, to establish a procedure where- 
by duplication of requests could be 
wholly avoided, or the information re- 
quested on given subject matter re- 
quired to be identical in form and de- 
tail. On the other hand, it is more 
than likely that as a result of requests 
stemming from special problems all or 
nearly all companies would sooner or 
later be asked to furnish continuous 
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financial data, at least for the entire 
period beginning with 1941. If this 
assumption is correct, or is correct with 
respect to the great majority of com- 
panies, then it seems inevitably sim- 
pler, more orderly and more satisfac- 
tory to obtain such data by a general 
request for recurrent regular reports, 
the scope and detail of which will be 
known in advance. Moreover, price 
decisions to the extent based on such 
data need not be held up, as would be 
the case where no information was on 
file and it became necessary to go out 
and get it when the specific problem 
arose. 
GENERAL DATA 


In the third place, the mere exist- 
ence of a reservoir of financial infor- 
mation will effect a net reduction in 
the amount of information requested. 
Where no general information about a 
particular industry or company is avail- 
able conjecture and even suspicion are 
invited, since there is always the pos- 
sibility that a bad situation is going 
unnoticed. If for one reason or an- 
other question is raised as to an indus- 
try or company, the only course is to 
request data about it. Such requests 
would call not only for general finan- 
cial information but also for a fair 
amount of detail—sufficient at least to 
uncover the situation and answer the 
question raised. It would be most dif- 
ficult to deny the propriety of request- 
ing anything even possibly relevant to 
the questions involved. On the other 
hand, where general data are available, 
a great many of the questions, doubts 
and even charges can be answered sat- 
isfactorily therefrom. At worst, nec- 
essary supplemental inquiries can be 
confined to an exploration of those 
areas in which conclusions drawn from 
the general data are uncertain or un- 
favorable. 


SMALL COMPANIES HELPED 


In the fourth place, a good deal of 
time will be saved for those smaller 
and medium sized companies which, 


while well and favorably known in 
their localities or trade circles, have 
not sought or attained such size and 
national reputation as to be well- 
known even in broad outline. If ques- 
tion arises as to one of these, perhaps 
as a result of a request for special 
treatment under a given price sched- 
ule, it would be necessary to send a 
man into the field to make an exam- 
ination of the company. It might well 
be necessary for the investigator to 
spend a good deal of additional time 
with the company, possibly with con- 
siderable inconvenience to the com- 
pany’s personnel and interruption of 
their regular duties, while the general 
background data are assembled. It 
might even be necessary for him af- 
ter becoming familiar with the gen- 
eral data to go over the problem with 
his superiors to determine what if any 
detailed investigation is desirable and 
can be made. Such procedures take 
time, and time is generally of the es- 
sence to the fair handling of such re- 
quests. Where the general data are 
already on hand, such preliminary work 
can instead be completed before leav- 
ing the office. The actual work in the 
field is expedited and can be confined 
to the matters specifically raised by 
the particular request and not an- 
swered in the general form on file. It 
must also be remembered that an in- 
dividual request for special treatment 
can seldom be dealt with alone. In- 
stead, it would seem necessary that 
general information about the industry 
would have to be assembled and con- 
sidered. Hence, a single hardship case 
would often, if not always, precipi- 
tate a request addressed to the entire 
industry. 


: 
A CONTINUING PROBLEM 


Finally, the problem of administer- 
ing the 1942 Act is a continuing one 
and is not settled once and for all by 
the promulgation of a price schedule 
for a particular commodity. The ef- 
fect of the price schedules as reflected 
by the results of subsequent operations 


will necessarily have to be studied. 
The impact of outside forces and of 
conditions arising subsequent to the 
adoption of a schedule will have to be 
kept under observation and may indi- 
cate the need for. revision or modifi- 
cation of a schedule, upwards or down- 
wards. To attempt by special and 
sporadic requests to obtain the neces- 
sary general financial data essential to 
such a continuing process of review 
and appraisal seems to me obviously 
most inefficient and inappropriate. 
Here above all the efficiency and value 
of a recurrent, regularized reporting 
program becomes evident. 

This leaves the other question. Of 
just what use or relevancy to the prob- 
lem of the price control of specific 
commodities are these general financial 
data, which in the case of most com- 
panies cover—without breakdown— 
several products, sometimes related, 
sometimes not. There is usually an 
accompanying question: Why do you 
need more than the product costs, di- 
rect and indirect? There is a short 
answer to this. The 1942 Act directs 
in Section 2(a) that the Administrator 
in establishing maximum prices ‘‘shall 
make adjustments for such relevant 
factors as he may determine and deem 
to be of general applicability, includ- 
ing . . . general increases or decreases 
in costs of production, distribution, 
and transportation and general increases 
or decreases in profits earned by sellors 
of the commodity or commodities, dur- 
ing and subsequent to the year ended 
October 1, 1941.” It seems impossi- 
ble to give effect to this statutory di- 
rection except by apprising oneself, 
first of all, of what the overall profits 
of sellors are, period by period. Nor 
can proper effect be given to the lan- 
guage by examining merely final “net 
profit” figures. Accounting has not, 
and probably never completely will, 
come to the point where final ‘‘net 
profit” is so definite and so rigid a 
concept as to be completely conclu- 
sive and self-sufficient as the sole meas- 
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ure of ‘profits earned” or indeed 
completely and uncontrovertibly com- 
parable from company to company and 
year to year. One would be on very 
treacherous ground if he sought to 
base his conclusions solely on ‘‘net’”’ or 
a change in the “net’’ without having 
a rather clear understanding of what 
has been included or deducted in ar- 
riving at the ‘‘net.” When one con- 
siders the variations possible in the 
relatively indefinite items such as de- 
preciation, charges carried to reserves 
of various sorts, and the expenses sub- 
ject to more or less managerial discre- 
tion such as advertising, publicity, and 
officer salaries and bonuses, it is ap- 
parent that “‘net” needs explanation 
for sound use. Of course, the general 
form cannot in all cases fully explain 
the ‘‘net’’ but at the very least it can 
in Many instances point to the areas 
in which further study is necessary. 


VARIABLES Must BE EXAMINED 


Even if it were determined to ap- 
proach the problem of prices solely 
and entirely with a view to covering 
the computed cost of production on a 
unit basis, it would be necessary to my 
mind to give consideration to overall 
results. Where two or more commod- 
ities are produced by a single company, 
or where a commodity is turned out in 
two or more grades, and especially 
where two or more items are the joint 
result of one productive process, the 
allocations of the costs of production 
between the several items are subject 
to considerable error, and the propri- 
ety of the bases used in allocating such 
costs can be the subject of widely dif- 
ferent and often contradictory opinions. 

Overriding all such problems is the 
question of what disposition is to be 
made of such corporate costs as offi- 
cers’ salaries, administrative expenses 
and the like. Frequently, the issue will 
not be how to allocate an item between 
products but whether a particular ex- 
pense is a cost of production or, for 
example, whether it is proper to make 


allowance in the form of an expense 
for various contingencies. Consider 
here for example this series of items: 
normal depreciation, accelerated de- 
preciation, technical obsolescence, sab- 
otage, obsolescence upon cessation of 
the emergency, and the costs of con- 
version to a peacetime economy. One 
must first decide the extent to which 
such items may properly be treated as 
a part of total cost of production be- 
fore he can take up the question of 
allocation between products. It seems 
obvious that general financial data and 
overall figures are essential to the con- 
sideration of such questions. 

The proposed forms will furnish a 
reasonable amount of information as 
to the nature and results of the finan- 
cial operations of individual firms and, 
by compilation, of industries.* It will 
be possible, for example, to compile 
for each industry, or for a group of 
companies producing a given product, 
such significant overall items as sales, 
cost of goods sold, operating profit 
and net profit before taxes. It will 
also be possible to relate these to the 
usual financial bases such as inven- 
tories, fixed assets, and capital, both 
invested and earned. It will be possi- 
ble perhaps to gain some general know]- 
edge as to the relations existing in an 
industry between the prime production 
costs—labor, materials used, depreci- 
ation and other overhead. Where a 
question arises as to a particular com- 
pany, it will be possible to go a good 
deal further into the operations and to 
relate such specific product costs as are 
obtained to its general operating re- 
sults. These are important and rele- 
vant questions. Adequate knowledge 


* Of course, industry compilations must 
be made and used carefully. It is not to be 
supposed that the figures for all companies 
making a given item will be automatically 
and blindly aggregated. For example, where 
an industry is composed of one large and a 
number of small companies, grouping blindly 
would give undue weight to the large com- 
pany. In such case, the compilations would 
clearly have to include a breakdown of any 
total figures so as to show the group of 
smaller companies separately. 


about the underlying general data is 
necessary to an informed solution and 
to a fair and effective administration 
of the Emergency Price Control Act. 


REASONS FOR QUESTIONS ASKED 


I want now to take up the informa- 
tion requested by the proposed forms 
and to outline some of the reasons 
which led to this particular selection of 
questions to be asked and financial 
data to be gotten. 

It is apparent that there are several 
quite different ways in which the prob- 
lem can be attacked. One solution 
would be to ask in the broadest possi- 
ble terms for whatever financial state- 
ments a company customarily prepared 
and to specify in no way either the 
type of statement to be furnished or 
the degree of detail to be given. Such 
an approach has numerous and obvious 
faults. In the first place, most com- 
panies, even small ones, prepare a con- 
siderable variety of financial statements 
for different purposes, such as tax re- 
turns, stockholders’ reports, statutory 
statements for state corporation com- 
missions, and credit reports, to say noth- 
ing of the great array that may have 
been gotten up for internal use. More- 
over, the degree of detail would vary 
so widely between companies as to 
make satisfactory compilation, and in 
a great many cases even comparative 
analysis, quite impracticable. If the 
request were confined to a particular 
category of reports customarily pre- 
pared, such as stockholders’ reports, 
these objections would be only lessened 
and not at all overcome. The difficul- 
ties involved in other kinds of required 
reports such as tax returns, and those 
made to the Securities and Exchange 
Commission and Federal Trade Com- 
mission have already been pointed out. 





HIGHLY DETAILED FoRMsS 


At the other extreme one might go 
to very great lengths in preparing com- 
prehensive forms in such detail that, 
at the cost of a multitude of unfilled- 
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in lines for a particular company, all 
companies would be provided with 
specific captions and instructions cov- 
ering their particular needs. Such an 
approach would contemplate and the 
bare forms would require a veritable 
galaxy of instructions, sufficient to in- 
dicate as to each of the myriad types 
of business companies and as to each 
major idiosyncrasy how the figures 
should be fitted into the requirements. 
A somewhat related, but equally com- 
plex approach, would permit the use 
of more generalized items in the forms 
but would exact in compensation a rec- 
onciliation, so to speak, between the 
trial balance of the company and the 
lines of the forms. This would permit 
each company to retain its own classi- 
fications but would require a listing of 
each of its accounts included in a given 
caption on the forms. 

Both of these approaches appear to 
be impracticable, particularly when one 
considers that the request is to be ad- 
dressed not to a small group of a hun- 
dred or even a thousand companies, 
but to at least 25,000. To provide by 
detailed instructions even for the ma- 
jor variations would result in a many- 
paged instruction book and would tre- 
quire each company to ferret out such 
portions as were applicable to it. It 
would require also a vast amount of 
review and analysis of the reports filed 
to satisfy doubts as to whether the in- 
structions had been carefully followed 
and to ensure that the reports were suf- 
ficiently exact for statistical purposes. 
In terms of man hour effort on the 
part of both business and government, 
the cost of either approach is prohibi- 
tive. 


FLEXIBILITY AND SIMPLICITY 
STRESSED 


What the proposed forms seek to 
do is to incorporate the maximum flex- 
ibility and simplicity that is consist- 
ent, on the one hand, with the need 
for rapid and accurate compilation 
of results of satisfactory accuracy 
and, on the other hand, with the de- 


gree of detail essential to a reason- 
able analysis by companies and by 
groups. The particular selection of 
asset, liability, expense, and income 
items required to be segregated could 
be, of course, the subject of endless 
debate and it is doubtful that any 
two persons would hit upon exactly 
the same breakdowns and _ subdivi- 
sions. What the forms attempt is to 
set forth the vital classifications, but 
to leave them sufficient in breadth to 
be comparable between companies 
despite the existence of rather 
diverse breakdowns in different com- 
panies. The cost of goods sold state- 
ment requires a somewhat finer anal- 
ysis, in the more or less conventional 
form, but the whole statement is 
tied to an instruction which permits 
those companies having specialized 
cost systems, which do not turn out 
this particular breakdown, to substi- 
tute therefor a schedule setting forth 
a reasonably detailed breakdown of 
costs as regularly computed by them. 
Such flexibility, which seems de- 
manded by the circumstances if the 
form is to be workable, leaves a great 
deal up to the good judgment and 
common sense of whoever is charged 
with the duty of preparing the data. 


RESULTS INFORMATIVE, FAIR AND 
USEFUL 


It requires honest and conscientious 
cooperation. If it receives both, the 
results will be more informative, 
more fair, and more useful than 
could be secured under any single 
specified breakdown analysis. The 
present form of cost schedule should 
cover most if not all of the less com- 
plex and more or less conventional 
accounting systems. The exempting 
instruction will enable compliance by 
more highly developed and special- 
ized systems frequently encountered. 

Much the same sort of flexibil- 
ity is introduced in most of the 
schedules by the use of blank lines 
designed to be filled in with captions 
appropriately descriptive of special 


conditions. Thus, in the cost of 
goods sold statement there are four 
blank lines following such specified 
items as maintenance and repairs, 
depreciation, and research and de- 
velopment expenses. These blank 
lines are intended to give recognition 
to the peculiarities of the particu- 
lar company. If costs, not properly 
includible in one or another of 
the specifically designated captions 
amount to a fair proportion of total 
costs, these blank lines are to be used 
to describe the nature and show the 
amount of the significant elements of 
such “other costs.” Similar provi- 
sion is made for the description of 
inventories and, in the balance sheet, 
for such items as miscellaneous cur- 
rent assets, other assets, current li- 
abilities and so on. Such flexibility 
may leave a good deal up to the ac- 
countant, but at the same time, it 
gives him the opportunity to make 
a fair and informative disclosure of 
the facts. While the items included 
on lines which the forms leave blank 
are not subject to statistical compila- 
tion (except as part of a total of 
all blank lines in a given category) 
they will be very useful and inform- 
ative when an individual company 
is under study. 

In a number of instances where 
specific segregation is requested, con- 
siderable latitude is extended through 
the medium of instructions which 
permit the use of estimates, to be so 
indicated, where the accounting pro- 
cedures of a company are of such a 
nature as to make the required seg- 
regation impracticable. It may be 
expected that such permissions will 
be availed of more in first reports on 
the forms than in later ones, since 
frequently it will be possible by mak- 
ing relatively minor changes in the 
way the accounts are kept to accumu- 
late the specific information re- 
quested in the forms, thus avoiding 
the need for estimates. It is also ex- 
pressly provided in a general instruc- 
tion that, in the quarterly reports, 
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estimates may be used for such items 
as inventories, depreciation and taxes, 
if definite amounts therefor are not 
provided on a quarterly basis by the 
accounting system of the company. 
Finally, there exists a general in- 
struction permitting the omission of 
any required information which is 
unknown and not reasonably avail- 
able to the reporting company with- 
out undue effort or expense. In such 
case, however, it is required that 
there be set forth such data on the 
subject as can reasonably be given, 
together with a statement showing 
clearly why it would be unduly costly 
in time and money to furnish the ex- 
act information required. 


FUNCTIONS OF ITEMS, 
STATEMENTS, AND SCHEDULES 


Space will not permit a detailed 
statement of the reasons why each of 
the several items are requested by the 
schedules. In any case, the majority 
of the captions are self-explanatory. 
It may, however, be worth while to 
give in broad outline the general 
character and functions of the sev- 
eral items, statements and schedules. 

In the annual report, certain non- 
financial information is requested as 
a basis for the better understanding 
of the statements required. Items 1 
and 5, dealing with affiliations and 
management, will disclose whether 
the reporting company is an inde- 
pendent or is one of a group united 
through stock ownership or other 
means of control and will identify 
briefly the persons exercising the 
principal executive functions. Items 
2, 3, and 4 seek to obtain a character- 
ization of the kind of business in 
which the company is engaged, the 
methods used in distributing its prod- 
ucts or services, the relative impor- 
tance of its various products and the 
nature and significance of the various 
plants and other properties which 
are dedicated to its productive oper- 
ations. 


In each case, the description applies 
to the reporting company, and not 
to subsidiaries. As to the latter, it is 
merely required that the productive 
functions assigned to subsidiaries as 
a group, and their relation to the re- 
porting company’s own business op- 
erations be briefly described. Wher- 
ever it is desired that a subsidiary’s 
business be described in greater de- 
tail, the subsidiary itself will be asked 
to file a separate report. 

Item 6 requires disclosure of de- 
velopments occurring in the final 
quarter of the year under report in 
such important areas as wage rates, 
raw material prices and major ac- 
counting policies. Generally speak- 
ing, the interim reports required as 
of the close of the first, second and 
third quarters will ask merely for 
significant developments during the 
respective quarter in the major fields 
covered by the annual report. The re- 
quirements are so worded that once 
such a development is reported it 
need not be repeated in subsequent 
quarterly or annual reports. The 
principal exception to this rule re- 
lates to the list of affiliates and plants 
in the annual reports. A complete 
list of each is required in each an- 
nual report. 

The remaining item in both the 
quarterly and annual report calls for 
the furnishing of certain financial 
statements and schedules. These are 
to be filed for the reporting company 
on an individual, corporate basis. In 
addition, if the reporting company 
customarily prepares statements 
which consolidate its accounts with 
those of one or more of its subsidi- 
aries, statements consolidated on the 
basis it customarily uses are required 
to be furnished. The individual and 
consolidated statements required are 
to be submitted so far as practicable 
in columnar form. If the reporting 
company so desires there may be in- 
serted in the columnar statements ad- 
ditional columns showing individual 


statements for each of one or more 
of the consolidated subsidiaries. Sep- 
arate sets of statements may also be 
filed, if desired, for any of the un- 
consolidated, majority-owned subsid- 
iaries. 

While individual statements for 
subsidiaries are not required in the 
report of the parent, it may never- 
theless be of advantage to the re- 
porting company to include them, 
for if separate statements are in- 
cluded for a subsidiary and if such a 
subsidiary is itself required by the 
Office of Price Administration to file 
reports, the separate report filed for 
this subsidiary may omit financial 
data and need only include answers 
to items 1 through 6 in the annual 
report and items 1 and 2 in the quar- 
terly report. It need not, in such 
case, answer the request for financial 
statements except to give a specific 
reference to the report of its parent 
and to indicate that its individual 
statements are included therein. The 
choice is thus left to the company. 

When a parent and several of its 
subsidiaries are asked to file reports, 
individual financial statements are re- 
quired for each company asked to 
file—but such statements may be in- 
cluded either in the parent’s report 
or that of the subsidiary, whichever 
may be more convenient and better 
adapted to the accounting organiza- 
tion of the group. However, the fil- 
ing procedure adopted for the first 
interim report of a given year must 
ordinarily be continued in all re- 
ports for that year. 


ANNUAL REPORTS 


In the annual reports the state- 
ments are, of course, to be filed as of 
the close of the fiscal year and cover 
the entire year’s operations. In the 
interim reports required to be filed 
as of the close of the first, second, 
and third quarters the balance sheet 
is as of the close of the respective 
quarters. The profit and loss and 
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cost of goods sold statements will be 
accumulative and will show totals for 
the entire period from the beginning 
of the current fiscal year to the close 
of the respective quarter. The in- 
come statements will thus cover 3, 6, 
9 and 12 months respectively. This 
procedure seems preferable to one re- 
quiring four 3-month statements plus 
a 12-month statement, since it re- 
duces the number of filings per year 
to four, instead of five. What is 
more important, it avoids the diffi- 
culties inherent in a separate state- 
ment covering the fourth quarter 
only, with its year-end adjustment 
problems and its peculiarity of ac- 
cumulating and offsetting all errone- 
ous estimates of the preceding nine 
months. In many cases, the concen- 
tration of such adjustments in the 
fourth quarter would involve 
amounts so large in relation to the 
figures for only three months’ oper- 
ation, as to distort seriously the pic- 
ture. 


PROFIT AND Loss STATEMENT 


This brings us to a description of 
the specific statements and schedules 
called for. The first is the profit and 
loss or income statement. Substan- 
tially, it consists of no more than 
sales, cost of sales (with a similar 
breakdown of revenues and expenses 
relating to services) selling, general 
and administrative expenses, interest 
expense, other income and deduc- 
tions, identified where significant, 
and federal income taxes. In the quar- 
terly report the changes below operat- 
ing profit need not ordinarily be sepa- 
rately stated. Schedule III of the an- 
nual report requires an analysis of 
changes in surplus. This schedule is 
omitted in the quarterly report. 


BALANCE SHEET 


The second major statement is the 
balance sheet. In the annual report 
there are required twenty-seven spec- 
ified items and eleven totals or net- 


ted amounts designed to facilitate cer- 
tain desired statistical tabulations. 
In addition sixteen blank lines are 
provided for detailing the significant 
items not specifically provided for. 
The interim balance sheet is con- 
densed by eliminating reserves ap- 
plicable to particular assets and by 
ordinarily requiring no breakdown 
of miscellaneous items. It thus has 
only nineteen specified captions, 
seven totals, and no blank lines. 
Even in the more complete annual 
report the required categories are be- 
lieved to be fully consistent not only 
with the generally recognized major 
accounting categories, but also with 
the more specific requirements of the 
forms used by the principal govern- 
ment agencies. In many cases com- 
binations of two or more items fre- 
quently shown separately may be 
required, but rarely, either in the in- 
come statement or balance sheet, is 
a breakdown asked of an item usually 
asked for only in total. 


Cost OF Goops SOLD 


The third major statement asked 
for in both the interim and annual 
reports is Schedule IV—Cost of 
Goods Sold. The schedule requests 
the orthodox breakdown of the cost 
of goods sold shown on the income 
statement. However, leeway is pro- 
vided for the use of specialized clas- 
sifications of inventories and special 
elements of cost. The provision for 
companies using a functionalized cost 
system has already been explained. 
In addition, special instructions pro- 
vide for merchandising companies and 
companies whose product is princi- 
pally services, not goods. 

Schedules V, VI, and VII relating to 
fixed and intangible assets, reserves for 
depreciation, depletion and amortiza- 
tion, and other reserves, respectively, 
are required only in connection with 
the annual report. The asset schedule 
asks only for a subdivision into major 
categories of property and intangibles. 


Emergency facilities are required to be 
set out separately. The next schedule, 
VI, asks for a classification of reserves 
similar to the classification of assets. 
Schedule VII asks for a breakdown of 
other reserves by major classes. Both 
reserve schedules require a disclosure 
of the major credits and charges made 
thereto during the period. Credits to 
the reserve are also required to be an- 
alyzed to the extent practically to show 
the accounts to which the charges off- 
setting such credits were made. In a 
note to the schedule of depreciation re- 
serves a rather full statement of the 
policy and rates in force as to depreci- 
ation, depletion and amortization is re- 
quired. 

Such is the selection of items, state- 
ments, schedules and detailed break- 
downs called for. Obviously, it is not 
necessarily the only selection that 
might have been made or that would 
be appropriate. Other selections might 
be equally appropriate or better in 
some respects and less desirable in 
others. On the whole, however, it is 
believed that the forms represent a re- 
quest which without being unduly bur- 
densome, can be relied upon to supply 
general financial data sufficient to en- 
able the Office of Price Administration 
to come to some satisfactory general 
conclusions as to overall profits and to 
find the jumping off spots for further 
consideration and for specific inquiries 
directed to unit or commodity costs 
and other relevant data. 


Wuo FILES THE REPORTS? 


There remain to be considered two 
questions. Who will be asked to file 
these reports, and what sort of exami- 
nation and correction procedure will 
be followed ? 

It was earlier mentioned that at least 
25,000 American business corporations 
would be asked to file the proposed 
forms. This number is estimated from 
the analysis of corporatigns filing in- 
come tax returns to include all cor- 
porations with over $250,000 of assets 
engaged in manufacturing, mining, 
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quarrying, construction and related 
fields. It also includes a selection of 
larger retail units and most but not 
necessarily all companies of the above 
size engaged in various wholesale 
trades. Such standards of size are in 
some part arbitrary and it is expected 
that in those industries in which 
smaller sized companies are highly sig- 
nificant requests will be made, at least 
on a sample basis, of the smaller units. 
Conversely it is also possible that ex- 
perience will indicate that in other in- 
dustries it may be desirable to establish 
a higher cut-off of say $500,000 or 
even more. Finally, it is to be assumed 
that the list will be reedited from time 
to time to take care of unusual individ- 
ual cases either by way of addition or 
elimination. 


CORRECTION OF REPORTS 


With so large a number of reports 
coming in and with constant pressure 
for rapid cumulation of data by groups 
of companies it is apparent that there 
will be little time available for the cor- 
rection of reports if they are to be in- 
cluded in current statistics. It will be 
necessary therefore to utilize in place 
of a rigid deficiency and amendment 
procedure, a method of examination 
that will accept or reject reports as 
adequate or inadequate for statistical 
purposes. Where the review made in- 
dicates obvious inaccuracies, a proce- 
dure will be set up for advising the re- 
porting company of the inaccuracies so 
as to ensure that the next report will 
avoid such pitfalls. If the errors in 
question appear to be very serious, re- 
filing will be requested in order to ob- 
tain reasonably satisfactory files on the 
individual company, even though be- 
cause of time limitations it may not be 
possible to include that company’s fig- 
ures in the current compilations. It is 
obvious also that it is more likely that 
correction will be asked of errors 
found in annual reports than in the 
case of the interim filings. Further- 
more, since the request is for cumu- 
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Some Further Light on Use of 
“Last-In, First-Out” 


Epiror, The Controller: 
I noted the letter published in the April issue of THE CONTROLLER taking 


exception to some of the claims for the value of the Last-in First-out or Elec- 
tive Method of Inventory Valuation. This communication brings out very 
clearly one of the primary advantages of L.I.F.O. accounting. 

In the original article appearing in the March issue, the statement was made 
that cost-or-market results and L.I.F.O. results should equalize over a period 
of years; “the advantage of the latter being that the results of the respective 
years are more correctly evaluated.” No claim was made to the effect that ex- 
amples could not be developed showing a wider variation of profits under 
L.I.F.O. than under the cost-or-market formula. 

One can always find situations that are exceptional and which can be used 
as argument in opposition to any proposal, but, as a matter of fact, for 
most industries the trend of results would probably be smoother under 
L.I.F.O. in actual conditions, and it can be clearly demonstrated from figures 
based upon national income studies and analyses of corporate results that cy- 
clical fluctuations in earnings would be much less extreme if the principles of 
L.I.F.O. were applied to all corporate financial statements. 

To return to the point made in the original article that results are more 
correctly evaluated under L.I.F.O. Perhaps the best place to illustrate this 
point is in the example in the letter to the editor last month. Using the fig- 
ures presented in that letter (April issue, page 147), it will be noted that the 


sales value in the first year is given as...............-eeeeee $12,000,000 ; 
that the goods actually purchased in that same year to replace 
is ONE GOR CONE ao cadena nines.y x hve tieey ee eaereeenien $10,000,000 ; 


and that the year was completed with the same volume of in- 

ventories as when the year started. It stands to reason that in 

this over-simplified example the operator of the business had 

LOMO o. 15 5.5. 0h 2 ee Pre AD ites tide es $2,000,000 ; 
net cash on his year’s business and that only by liquidation and closing out his 
basic inventories of 50,000,000 pounds (at 4¢ per pound profit) could he re- 
gard the earnings reported under the cost-or-market formula as being ex- 
pendable earnings. Under the Last-in First-out methods the profits are much 
more clearly consistent with the distributable cash earnings of the business. 

The illustration may be followed through the second and third year and 
it will be seen that the profits indicated under the L.I.F.O. methods represent 
the amount of cash the operator of this over-simplified business would have 
to distribute as a result of the year’s work. 

The fundamental conflict that must be settled in a controller’s mind before 
he decides to adopt the Last-in First-out method is the question whether he 
shall regard his inventories as one of the more or less permanent require- 
ments of the business, which must be maintained as long as the business con- 
tinues to operate, or whether he shall keep his accounts on a basis which as- 
sumes that he can count all of the advances and declines resulting from the 
effect of price change upon this more or less permanent volume of goods as 
equivalent to “money in (or out of) the pocket.” 

The man who tries to spend some of these “profits” resulting from un- 
realized inventory appreciation is likely to find he has to borrow money to 
do it. He is thereby spending borrowed money, not profits, and, if he per- 
sists in this practice, will eventually find himself in serious difficulties. 

Note: The above is a reply to the comments which appeared in the April issue 


(page 147) to an article on this subject which appeared in the March issue. 
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Why Some Companies Use “Lifo” 


Profitably and Others Cannot: A Survey 
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By The Committee on Technical Information and Research, R. S. Holden, Chairman 








In response to a request for certain 
information regarding the last-in, first- 
out method of valuing inventories, Mr. 
Arthur R. Tucker, Managing Director, 
sent to approximately one hundred 
members of The Institute, including 
the members of the Committee on 
Technical Information and Research, a 
letter signed by the Chairman of that 
Committee in which answers to the 
following questions were requested: 


1. If you have used the last-in, first-out 
method long enough to determine what 
its merits may be, what do you find are 
its chief advantages and disadvantages? 

2. If you are not using this method, are 
you considering the use of it? 

3. Do you think that the Ipternal Revenue 
Department will allow the last-in, first- 
out method to be placed in general use 
in the computation of Federal income 
taxes? 


The response was generous. The 
number of replies received was seventy- 
eight. The companies which use the 
method number eight. The companies 
which do not use the method number 
seventy. A summary follows in which 
the gist of the opinions and comments 
is given. 


Companies (eight) Using the Last-In, 
First-Out Inventory Method in 
Whole or in Part 


An Oil Company 
This company uses the method and 
has been using it for some time. 


Quoted 


The method has many advantages, which 
you will determine by study, but the prin- 
cipal advantage lies in maintaining a profit 
and loss statement on an actual profit and 
loss basis as far as inventories are con- 
cerned. In other words, your income state- 
ment will never include any profits or losses 
from disposition of inventories, other than 
that which results from actual sale. 


A Textile Company 


This company uses the method. Its 
only product is fine combed yarns and 
the only material used is raw cotton. 


Paraphrased 

Use of the method allows inventtories to 
be written down to values existing twelve 
months ago and results in a more conserv- 
ative statement, reduces taxes on income for 
the time being, precludes a possibility of 
paying dividends on profits which will be 
removed when prices decline, and also re- 
sults in a present profit available for any 
bonus arrangement without including as 
such profit any amount that would be re- 
moved when any decline comes. It en- 
ables this particular company to hedge 
against changes in the market by purchas- 
ing New York futures or actual cotton at 
the time of the sale of a product. This is 
not always a true hedge, as the textile in- 
dustry, being composed of nurnerous indi- 
vidual units, sometimes finds it difficult to 
deliver what were considered to be firm 
sales contracts. 


Quoted 


One of the chief disadvantages is the is- 
suance of interim statements of the financial 
condition of the company. . . . It is neces- 
sary to stock an enormous amount of cot- 
ton for use through the cotton season, and 
we are beginning to take in this cotton, 
some of which will not be used until next 
September. 


The December market at September 1940 
was 9.70 cents, and the December cotton 
market today is something over 16 cents. 
In addition to the increase of the futures 
market, the premiums paid for staple cotton 
have also increased; therefore, we might as- 
sume a 10-cent increase in a pound of cot- 
ton. For these reasons, if our inventory is 
priced on the new method at an average of 
approximately 13 cents, and we take in cot- 
ton today at 23 cents, we immediately have 
to write the cotton down by 10 cents, or 
$50.00 a bale. Taking 20,000 bales, this 
means a million dollars, which not only 
comes out of our current position but must 
also be charged against surplus, with the 
full realization, however, that the million 
dollars will come back into surplus as the 
cotton is consumed. 

If we do not have to borrow any money 
with which to purchase this cotton, the total 
of the gross current assets is reduced by a 
million dollars; whereas, if we do borrow 
money and pledge the cotton warehouse re- 
ceipts, we will have a loan against which 
the collateral is on the statement as a mil- 
lion dollars less than the amount of the 
loans <0... 

Another complication, and we are speak- 
ing only from our personal experience, is 
the preparation of monthly statements for 
the management, and we have decided that 
the operating statements will be prepared 
without any recognition of the new inven- 
tory basis. It is either do this or go 
through with the enormous detail of chang- 
ing the base price of our inventory each 
time we make a statement to reflect the 





oF “Lito.” 


vey yet made on the subject. 





A SUMMARY OF REPORTS FROM SEVENTY-EIGHT 
COMPANIES ON THE USE OF “LIFO” 


A great deal has been written on the subject of the last-in, 
first-out method of inventory, but this report, submitted by The 
Committee on Technical Information and Research of The Con- 
trollers Institute of America, R. S. Holden, Chairman, is believed 
to be the most extensive survey ever made into the reasons of 
corporation controllers on why they do or do not espouse the use 
As the controllers, after all, are the men who must 
make the decisions on the adoption of ‘’Lifo’’ by various cor- 
porations, this may also be said to be the most authoritative sur- 
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changes in valuation caused by the differ- 
ences between the purchase price of the cot- 
ton and the base price under LIFO. 

... A summary of our feeling is that 
the new method will result in a much more 
conservative policy in the operation of the 
business. 


A Steel and Wire Company 
This company has just this year 
adopted this method. 


Paraphrased 

Operation under this method results in 
freezing inventory values as of January 1, 
1941, for tax purposes. This seems favor- 
able inasmuch as this inventory includes 
many semi-finished and finished products 
produced under high volume and low cost 
conditions—and any subsequent increases or 
decreases in cost of purchased materials or 
manufactured products are reflected immedi- 
ately in earnings; product costs given to 
government agencies will be based on latest 
conditions; taxes during the first year will 
be decreased; the method will act as a 
hedge against inflated inventory values. 
This method also will tend toward more 
conservative balance sheets and profit and 
loss statements, and possibly will result in 
a long-term tax saving. 


A Meat Packing Company 

This company uses the last-in, first- 
out inventory method on some of its 
products. It has, however, only re- 
cently been adopted. 


Quoted 
The benefits of the LIFO method as 
applied to these products are that— 


1. It prevents the overstatement of real 
profits or losses and places them in the 
year in which they are realized. 

2. It prevents the payment of taxes on un- 
realized inventory profits. Taxes will be 
paid when profits are actually realized. 

. It tends to improve financial administra- 
tion by showing expendable earnings 
more reliably. 

4. It helps to reduce violent fluctuations 

and to level off peaks and valleys. 


Ww 


over a period of years (when the 
price cycle is completed) and in the ab- 
sence of unusual conditions or circum- 
stances, the results by either method, that 
is, the Cost or Market, or the LIFO, 
should equalize; the advantage of the latter 
being that the results of the respective years 
are more correctly evaluated. .. . 


A Tire and Rubber Company 
This company’s use of this method 
is confined to finished goods. 


Paraphrased 
This is the most satisfactory mode of 
dealing with heavy inventories which are 
subject to considerable price movement over 
a period of years. 
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It is a safeguard against inflation, par- 
ticularly where there is a flight from the 
monetary standard. 

There is a disadvantage in employing 
this method on an initial high-cost basis 
rather than an initial low-cost basis since 
the market price can no longer be used if 
lower than the cost level initially employed. 


A Shoe Manufacturing Company 

This company has used this method 
of inventory for the past year, but has 
not yet formed any positive conclu- 
sions as to its merits. 


A Fibreboard Products Manufactur- 
ing Company 

This company uses the method in 
certain of its merchandising divisions, 
the purpose being to permit the execu- 
tive in charge of the merchandising 
operations better to see the margin of 
gross profit on the basis of present day 
costs of merchandise. 


A Dairy Company 
This company uses the last-in, first- 
out method for a very small portion of 


its business. 
Quoted 

Following is a brief outline of our ex- 
perience with the method as it has been 
used by this Company. For the most part, 
our finished goods and work in process in- 
ventories, being of a perishable nature as en- 
countered in the dairy industry, are a very 
small fraction (less than one per cent.) of 
our strictly dairy sales for a year. In those 
instances, we do not believe that the last-in, 
first-out method of inventory valuation and 
costing has any particular merit to recom- 
mend its use. One division of our com- 
pany, however, deals in such items as evap- 
orated milk, powdered milk and bulk 
cheese. In these products it is necessary to 
carry relatively large inventories, particu- 
larly where an aging process is involved. 
In dealing with such products for account- 
ing purposes we have been using the last-in, 
first-out method of offsetting increasing in- 
ventory valuations. 

By using this last-in, first-out method un- 
der the present rising market and the in- 
creasing inventory situation we intend to 
provide a reserve which will absorb some of 
the losses incident to a falling market when 
it comes. 

In actual use, we find that the ‘Lifo’ 
method of costing presents certain technical 
difficulties, such as that encountered in at- 
tempting to obtain monthly profit and loss 
statements. It is not possible to determine 
monthly operating results on the last-in, 
first-out method applied on an annual basis 
because it is impossible to know at any 
month-end what the inventory situation will 
be at the end of the year. 
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We do not use any form of the last-in, 
first-out method in computing profits for in- 
come tax purposes. In 1939 the govern- 
ment, as you know, reversed its previous 
stand as regards the use of the last-in, first- 
out method but its previous unfriendly at- 
titude is still reflected in the regulations 
under which it may be used. These regu- 
lations have caused us to adopt a ‘hands 
off’ policy at least for the present. For in- 
stance, it is necessary to secure the consent 
of the Commissioner of Internal Revenue 
before the method may be used. In apply- 
ing for such permission, it would be neces- 
sary to file inventory figures as of the last 
three year ends. These inventory figures 
would have to be valued item by item on 
three different bases, namely cost, market, 
and last-in, first-out. The preparation of 
such data would be, if not impossible, at 
least burdensome. This information having 
been submitted to the Commissioner, he 
alone has the discretion either to allow the 
use of the ‘elective’ method with respect 
to that portion of the inventory which we 
may desire to handle on that basis, to disal- 
low the method in its entirety, or to require 
the use of that method in all or such por- 
tion of the inventory as he may elect. In 
other words, the application for permission 
to use the method is a commitment which, 
by its terms, is very broad and which, once 
having been executed and filed, will permit 
the Commissioner to exercise practically un- 
limited discretionary powers. 

Naturally any change in inventory valu- 
ation as of the first of the year would have 
to result in an amended tax return for the 
previous year, including as income therein 
the difference in values of the inventory on 
the two bases. 

The regulations also specifically request 
that adequate detailed records must be 
maintained for review by Internal Revenue 
Agents. This might mean the keeping of 
detailed cost records as compared with the 
present average cost records maintained for 
certain commodities. 

The regulations also provide that if the 
last-in, first-out method is used for tax pur- 
poses, the same method shall be followed 
for the purpose of ascertaining ‘income, 
profit or loss, for credit purposes, or for the 
purpose of reports to shareholders, partners, 
or other proprietors or to beneficiaries.’ 
This clause would make it mandatory to 
use the method when special conditions 
might arise that would make it detrimental 
to the best interests of the company. 

It must also be borne in mind that with 
constantly increasing tax rates, any method 
must be carefully considered which tends to 
postpone profits to future years, 


Companies (seventy) Making No Use 
Whatever of the Last-In, 
First-Out Inventory Method 

A Steel Foundry 
This company does not use the last- 
in, first-out method. 
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Paraphrased 

The practice followed by this company 
is to identify raw materials that are used 
by storing such materials in separate 
stock piles, thereby making it possible to 
use either high-priced or low-priced ma- 
terial and charge its accounts accordingly. 
Should the identity of such materials be 
lost, this company believes it would want 
to use the last-in, first-out method. 


An Iron and Steel Company 

This company does not use this 
method. 

Quoted 

We do not intend using it as long as 
there is a rising market. However, should 
prices get back to normal, we might con- 
sider it advisable to do so. 


A Corn and Soy-Bean Products Man- 
ufacturing Company 

This company does not use this 
method. It has, however, recalculated 
its quarterly and annual profit and 
loss results as though it had adopted 
this method on December 31, 1933, 
and more recently, on December 31, 
1940, but it is doubtful as to whether 
the method would be advantageous. 


Paraphrased 

Use of the method is indicated when a 
business enterprise always maintains a 
substantial inventory of the materials and 
products valued by this method and when 
the cost established for this permanent in- 
ventory is within reasonable range of a 
long-time average. Under these conditions 
the tendency is to stabilize earnings, re- 
sulting in tax savings. Lack of familiar- 
ity with the method causes some criticism 
that the accounts are being manipulated 
to create a result. 


A Food Products Company 
This company does not use the 


method. 
Quoted 

Our reason for not using this method 
is that we made a test-check of the results 
of such method in comparison with the 
method which we now use, and could not 
find sufficient advantage in the last-in, 
first-out method to warrant the extra rec- 
ord-keeping necessary to price our inven- 
tories by such method. Unless conditions 
change somewhat from what they are at 
the present time, it is not our intention to 
adopt such.a method. 


A Fruit Packing Company 
This company does not use this 
method but is interested in it. 
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Quoted 
I became seriously interested in this 
method several weeks ago and requested 
our Tax Department and Internal Audit- 
ing Department to accumulate detailed in- 
formation so that we may give it immedi- 
ate consideration. 


A Lock, Chain, and Building Mate- 
rials Manufacturing Company 
This company does not use this 
method, but is at the moment consid- 
ering the advisability of using it. 


Quoted 

You will be interested to learn that 
some twenty or more years ago this com- 
pany adopted what was then known as a 
‘base stock’ method of inventory valuation, 
which method is really the foundation of 
the method now referred to as the ‘last-in, 
first-out’ method. 

We discontinued the use of the above 
referred to ‘base stock’ method of inven- 
tory valuation in 1930 or 1931, because 
the base valuation had reached a point in 
value where it was considerably higher 
than replacement costs, which required 
that a large reserve be provided to reduce 
the book value of the inventory to our 
present ‘cost or market whichever is lower’ 
basis and, unfortunately, at the time that 
this reserve was required to be set up we 
were passing through a severe depression 
and were operating at a loss. Further- 
more, had we been operating at a profit 
the reserve set up would not have been an 
allowable deduction for income tax pur- 
poses. 


A Building Materials Company 

This company does not use this 
method. 

Quoted 

We have never used the last-in, first- 
out inventory method nor in our particu- 
lar case are we considering its use, al- 
though we intend reviewing the matter 
annually to determine if our situation 
should change so as to make its use feasi- 
ble. 


A Container Manufacturing Com- 
pany 
This company does not use this 
method, but it is now seriously con- 
sidering using it. 


A Glass Container Manufacturing 
Company 
This company does not use this 
method. 
Quoted 


We have not considered the use of the 
last-in, first-out method for our inventories. 


We have a very rapid turnover in our raw 
materials inventories, and the last-in, first- 
out method of inventory has in our opinion 
nothing to offer where the inventories turn 
over rapidly. In our opinion the value of the 
method is limited to companies which re- 
quire a rather large supply of raw material 
which turns over infrequently. 


A Textile Manufacturing Company 

This company does not use this 
method. 

Quoted 

We have not as yet used the ‘last-in, first- 
out’ method, but we are giving serious con- 
sideration to adopting the method in our 
current fiscal year, which is the year ending 
June 30, 1942. 


A Textile Manufacturing Company 
This company does not use this 


method. 
Quoted 
We have failed to see any advantage to us 
in its use and have not considered adopting 
the method for valuation of our inventories. 


A Shoe Manufacturing Company 
This company does not use this 
method, nor is it considering it. 


Quoted 

I saw this last-in, first-out method used in 
a branch of the textile industry in the South 
some years ago with very unsatisfactory re- 
sults because the company began the use of 
it in a high commodity market followed by a 
year in which commodities reduced dras- 
tically in values and the method did not 
work out to their advantage, and I think the 
same is as true today as it was then. 


A Tractor Manufacturing Company 
This company does not use this 


method. 
Quoted 

We have been studying the question but 
have not yet decided what we will do about 
it. There is not only the question of raw ma- 
terial, but finished product to consider. From 
some points of view we are inclined to favor 
the method. 


A Concrete Mixer, Elevator, and Con- 
veyor Manufacturing Company 


This company does not use this 


method. 
Quoted 

We have, however, given the use of the 
method quite a bit of consideration, but as 
yet have not decided whether or not we are 
going to use it. We feel that the method has 
a good deal of merit but are hesitant to in- 
stall it in a period of rising prices such as 
we are in at the present time. 














FOOD 
MORALE 
PLANES 
WASTE-PAPER 
SHIPS 

GUNS 


STEEL 


SPEED »& 
OIL * 


TANKS 
PROPAGANDA 


WHAT HAVE YOU 


This is where we'd ordinarily put a picture of the 
Model M Comptometer. Because these extraordinary 
times emphasize the importance of COMPTOMETER 
METHODS so strongly, we’ve omitted the machine in 
an effort to call your attention to that emphasis! 


241 


WILL WIN THE WAR! 


SLOGANS to the contrary, of course, 
no one thing will win a victory over 
totalityranny. 


But in the list above, we naturally 
concentrate on speed. Because the 
Comptometer adding-calculating ma- 
chines we make are famous for that 
very timely quality. 


And today, when all of us are racing 
against time on the production front, 
Comptometer machines and methods 
are key weapons in Management’s arse- 
nal... particularly on payrolls and costs. 


Because the whole figure-work pic- 
ture has been drastically revised by 
war, with many concerns going on 
multiple shifts of clerical help, your 
local Comptometer Co. representative 
is prepared to suggest ways in which 
your present Comptometer equipment 
can be better adapted to meet your new 
problems. 


Telephone him .. . or write to Felt 
& Tarrant Mfg. Co., 1734 N. Paulina 
St., Chicago, IIl. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES AND METHODS 
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A Grinders and Abrasives Manufac- 
turing Company 
This company does not use this 
method. 
Quoted 
On my desk now, as a part of our work 
program for the next month, is a notation to 
make an investigation and study the question 
of whether or not this method would be ben- 
eficial. 


A Vacuum Cleaner Manufacturing 
Company 

This company does not use this 

method. 
Quoted 

About two years ago we explored the pos- 
sibility of benefits through the use of the 
above method, but decided at that time that 
there would be no particular advantages to 
us in the use of the method. 

Because of changes brought about by de- 
fense work, we are again exploring the pos- 
sibility of the use of this method. 


A Machinery Manufacturing Com- 
Py 

This company does not use this 

method, but it is giving consideration 
to its use. 


A Ventilating and Heating Appara- 
tus Manufacturing Company 
This company does not use this 
method, but is considering the use of 
it on a portion of its inventory this 
year. 


A Stove and Oil Heater Manufactur- 
ing Company 
This company does not use this 
method but is considering it for use 
this year. 


A Nut, Screw and Bolt Manufactur- 
ing Company 

This company does not use this 

method. 
Quoted 

We fully realize there are advantages in 
using the last-in, first-out method particularly 
in the case of companies carrying large stocks 
of raw materials which are subject to violent 
price fluctuations, and that probably actual 
gains in assets are more closely reflected by 
this method. However, we are not at all 
sure that the application is either necessary 
or advisable for all companies. 


A Hardware Specialties Manufactur- 
ing Company 
This company does not use this 
method. 
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Quoted 

We are not generally concerned with this 
method for the reason that while we are 
greatly diversified, generally speaking such 
iron, steel and brass products as we use, are a 
minor part of the total cost and their fluctua- 
tion in price generally is an insignificant part 
of our cost. We use what is termed an av- 
erage method of disbursing and pricing our 
raw materials from our stores division. For 
example, if we were to purchase 1,000 
pounds of steel wire at a price of $1 per 
pound and the next lot came in at $1.025 per 
pound of the same quantity, we would dis- 
burse and price our requisitions based on 
$1.0125 per pound. At the end of our year 
we would inventory on the lower of cost or 
market, adjusting our prices accordingly 
where the market price was the lower. Other- 
wise no adjustment would be necessary. 

From years of experience we have found 
this method more accurate and less costly 
from a clerk-hire standpoint. We use girls 
for such clerical work and from experience 
have found that if we endeavor to use the 
normal first-in, first-out method, often a sec- 
ond lot of material if at a higher price, was 
priced out at the price of the first lot of ma- 
terial, with a corresponding inflated value 
left in our perpetual inventories and a loss 
to absorb at a later date. 


A Radio, Refrigerator, and Electric 
Range Manufacturing Company 
This company does not use this 
method. At present it believes that it 
will not adopt it because: 


Quoted 

So many problems with respect to income 
taxes would be involved that the purpose of 
changing to this method, mainly to reduce 
income taxes, would not be accomplished. 

We feel that in theory and from a prac- 
tical business standpoint the advantages of 
the last-in, first-out method far outweigh 
those of the cost or market, whichever is 
lower, method. 

In considering a change it seemed to us 
that the Internal Revenue Department is 
making it very difficult for a company to 
adopt this plan. For all practical purposes, 
from a purely bookkeeping standpoint, we 
can accomplish the same result through in- 
ventory reserves, recognizing, however, that 
these reserves will not be deductible for tax 
purposes. 


An Electric Appliance Manufactur- 
ing Company 
This company does not use this 
method—nor does it consider it par- 
ticularly applicable to a business of 
this kind. 


A Surgical Dressings and Allied 
Products Manufacturing Com- 


pany 
This company does not use this 
method. 


Quoted 

We are considering the use of this method. 
During that consideration, many questions as 
to the interpretation of the law, extent to 
which the method is applicable, and pro- 
cedure to be followed have arisen. We are at 
the moment struggling with the answers to 
these questions. 


A Toothpaste and Mouthwash Manu- 
facturing Company 
This company does not use this 
method. 
Quoted 
We are considering, but are doubtful if we 
will adopt. 


A Pharmaceutical Company 

This company does not use this 
method. 

Quoted 

We have never considered using the last- 
in, first-out method, although it is my under- 
standing that a number of concerns are using 
it, and I realize there are many advantages in 
the method. 


A Pharmaceutical Company 


This company does not use the last- 
in, first-out inventory method. It has 
given the subject serious considera- 
tion on two different occasions. The 
following conclusions were reached 
at the last consideration: 


Quoted 

The adoption of LIFO for 1941 would 
mean, in effect, the ‘freezing’ of inventory 
prices for selected inventory items at cost as 
used in the inventory of December 31, 1940, 
insofar as quantities of such items in future 
year-end inventories are not in excess of 
quantities held December 31, 1940. 

The general effect of LIFO is to defer a 
portion of taxable income during the period 
of rising prices and to increase taxable in- 
come during the subsequent years of declin- 
ing prices until the end of the cycle is 
reached and prices are on a level with those 
of the basic date—in this case, December 31, 
1940. 

The future effect of the adoption of LIFO 
cannot now be determined exactly because of 
the unknown factors involved. Some of the 
most difficult to judge are— 


The length of time (years) over which 
the prices of the company’s principal 
raw materials will be higher than the 
inventory prices at December 31, 1940. 











In England, during the terrible days of the 1940 
blitz, British business learned the chaotic 
result of wholesale record loss. You, as a Con- 
troller, are best equipped in your firm to under- 
stand the dangerous position of a company that 
has suffered this irreplaceable loss. 


Experience has shown us that the spectre of fire 
increases with expanded production, that vigi- 
lance alone can not frustrate sabotage and 
incendiary bombs. 


Certified protection at the source is your most 
secure answer to record loss by fire. Remington 
Rand has a wide line of fire-insulated equipment 
—Safe-Files, Safe-Ledgers, Safe-Kardex, Safe- 
Cabinets. These protected housings are tested in 
our own laboratories, are certified to withstand 
specified heat and duration demands, are de- 
signed for ‘‘Point-of-Action’”’ protection. 





SINT site 
WASHINGTON 2. 
iss 





Remington Rand has prepared four fact-finding 
studies of the record protection problem which 
are available to you without obligation. They 
provide a compendium of the best thought and 
best practice evolved by American experience 
and research for protecting records at their 
point of use. Select the title that best meets 
your problem, all four if you like, and drop a note 
to Remington Rand, Buffalo, New York. Your 
request will be answered immediately. There is 
no cost—no obligation, of course. 


SC 563 THE COST OF BURNED RECORDS, 


An analysis of your fire risk and cost. 


SC 588 SAFE-FILES PREFERRED, 


The Controller’s answer to fire-threat. 


SC 578 TODAY’S POSSIBILITIES OF SABOTAGE, 


The problem analyzed and answered. 


SC 592 DO SAFES GROW OLD? 
How to evaluate your present insulated equip- 
ment. 


REMINGTON RAND |! 
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Probable future tax rates—especially those 
which may be in effect at the time of 
the turn downward of raw material 
prices. 

The company’s probable taxable profits 
for the next several years. 


A Pharmaceutical Company 
This company does not use this 


method. 
Quoted 

Several times during the past few years 
quite a bit of consideration was given to this 
method by us, and at the time it was last 
considered, our earnings figures for the first 
quarter of the year had been published on 
the basis of the first-in, first-out method of 
inventory valuation, which we understood 
precluded us from adopting the last-in, first- 
out method with respect to the year 1941. 
It is my belief that if the last-in, first-out 
method is to be used, it is desirable to adopt 
it during a period of low prices rather than 
during a period when a high price level 
exists. 


A Paper and Paper Specialties Manu- 
facturing Company 

This company does not use this 

method. 
Quoted 

We have not used this method as yet but 
have had the matter under consideration for 
some time, especially in connection with 
inventories of raw materials. I, personally, 
have held off from a change from the first- 
in, first-out method to the last-in, first-out 
method for the reason that I am of the opin- 
ion it will eventually catch up with you. 
However, we will figure our end-of-year 
inventories on both bases in order to deter- 
mine what benefit we may derive from a tax 
standpoint. 


A Paper Specialties Manufacturing 
Company 

This company does not use this 

method. 
Quoted 

During the past few years there has been 
much talk about the so-called ‘LIFO’ or 
‘Last-in, First-out’ cost method of pricing 
inventories. All sorts of claims have been 
made by its advocates. I do not believe in 
any of them except one and that is that 
LIFO might save taxes. During 1939 and 
1940 the possible tax savings did not seem 
sufficient to warrant serious consideration 
of the plan. Now, however, that tax rates 
are higher and prices rising the situation 
has changed. At least as yet I am not pre- 
pared to recommend LIFO for our company, 
but I do think that the time has come when 
we must give it thoughtful and careful con- 
sideration. 
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A Fibreboard Products Manufactur- 
ing Company 
This company does not use this 
method. After considering its use it 
decided against it for the following 
reasons: 
Quoted 


We are of the opinion that the govern- 
ment will establish ceilings on certain ma- 
terials which we are using in the manufac- 
ture of our products, and as our inventory 
is turned over a certain number of times each 
year, we are of the opinion that our entire 
inventory will be valued at this ceiling 
price within a sufficient period of time to 
make the last-in, first-out method unneces- 
sary. 

We appreciate, of course, that there will 
always be some items which we have had 
on hand for a considerable period of time, 
but these will be negligible as compared 
with our total inventory values. We admit, 
of course, that from the point of present 
day income taxation, the use of the last-in, 
first-out method is advisable in certain in- 
stances; but as explained above, we feel 
that with the government establishing ceil- 
ings on prices and also limiting concerns 
as to the quantities which can be purchased 
and used in manufacture, the value of ma- 
terials used in manufacture will practically 
be on the last-in, first-out basis. 


A Furniture Manufacturing Com- 
pany 
This company does not use the 
last-in, first-out method. After con- 
sidering its use it decided that it was 
not suited to its particular line of ac- 
tivity for the following reasons: 


Quoted 

We do not ordinarily carry large stocks 
of basic materials. 

Our manufacture is subject to changing 
style and fashion and, consequently, the 
management is given more flexibility under 
the cost or market principle of inventory 
valuation. 

The requirements of the Treasury Depart- 
ment upon the election of the last-in, first- 
out method appear to be highly technical 
and necessitate considerable clerical work in 
the valuation of inventories to support a 
change. 

While the adoption of the plan in a rising 
market appears to offer certain advantages 
from a tax standpoint, any determination of 
the net saving after giving effect to a fall- 
ing price market appears to be nothing more 
than a ‘guess.’ 

I know that the last-in, first-out plan has 
been selected by many companies who carry 
large inventories made up of relatively few 
materials. The plan appears to have direct 
application in these conditions. Its extension 
to producers of diversified types of goods, 


as in our own case, is something that can be 
determined only after consideration of all 
the above factors and acceptability by the 
Treasury. Our decision has been reached af- 
ter giving such consideration to our own 
problems and particularly because of the 
lack of flexibility which we now enjoy by 
use of the cost or market principle. Beyond 
this, we are very doubtful of our ability to 
predict the net saving in taxes, knowing that 
the present rising market will be followed 
by price distortion against which, having 
elected the last-in, first-out method, we 
might well suffer a distinct disadvantage. In 
the valuation of our inventories we intend, 
as always and so far as regulations permit, 
to avoid accumulation of paper profits by 
use of the cost or market plan of pricing. 


A Wood Products Manufacturing 
Company 
This company does not use this 
method because it does not see that 
over a period of years there would be 
any difference in using it rather than 
the first-in, first-out method. 


An Aircraft Manufacturing Company 
This company does not use this 


method. 
Quoted 

We have in the past considered the use 
of such a method of valuation, but are not 
at present considering the adoption of this 
method. Our studies have shown that our 
industry is not particularly adapted to the 
use of the last-in, first-out method of inven- 
tory valuation. Many of our basic materials 
are produced under monopolistic conditions, 
and the expansion of production causes de- 
clining prices rather than rising prices. As 
you are aware, no doubt, it is the practice 
in this industry to produce goods only upon 
specific orders. Raw materials and purchased 
parts are acquired for the manufacture of 
specific contracts. Upon the completion of the 
contract, the resultant inventory balance re- 
flected against the contract is, under normal 
conditions, zero. I believe that you will 
agree that these two factors tend to show 
that this method of inventory valuation 
would be no ‘cure-all’ for the airplane in- 
dustry. 


A Motorcycle Manufacturing Com- 
pany 
This company does not use this 
method. It has considered the method 
but has not adopted it. 


Quoted 
We did consider using it, but did not 
adopt it because of the additional work in- 
volved and the fact that we believed we 
might be at a disadvantage when prices drop 
in the next depression. 








A Farm Implement Manufacturing 
Company 
This company does not use the 


method. 
Quoted 

We have had no experience with the last- 
in, first-out method, nor are we considering 
the immediate use of it. We have given 
considerable thought to the subject, but have 
always come to the conclusion the Internal 
Revenue Department would not allow us to 
use this method in valuation of our inven- 
tories under the present Income Tax Laws. 
We manufacture farm machinery, and are 
almost continuously confronted with chang- 
ing models and types of machines, so that it 
would be difficult to peg a fixed inventory 
which, we understand, is one of the require- 
ments under the law. 


A Rubber Products and Tire Manu- 
facturing Company 
This company does not use this 
method, but is interested in it. 


Quoted 
We should consider its use if prices go 
down again. 


A Tire and Rubber Manufacturing 
Company 
This company does not use this 
method. 
Quoted 
This method of valuing inventories has 
been the subject of discussion in several 
meetings of the Rubber Manufacturers As- 
sociation within the past two years, but it 
was the consensus of opinion that it would 
be more advantageous to start such a plan 
when basic raw material prices were low; 
therefore, there is no present thought of 
changing to this method. 


An Asphalt Manufacturing Company 

This company does not use the 
method. 

Quoted 

We have given considerable thought to 
the adoption of this method and have come 
to the conclusion that, in our business at 
least, there is little if any advantage in our 
changing to this method. This we have re- 
viewed with our auditors on numerous oc- 
casions and have come to the same conclu- 
sion each time the matter has been brought 
up; in other words, to let the matter drop. 


A Hosiery Manufacturing Company 
This company does not use the 
method. After considering the use of 
this method two years ago, the fol- 
lowing conclusions were reached. 
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Paraphrased 


This method is good if raw material, work 
in process, and finished stock inventories 
average about the same quantity at all times 
and if there is a great variation from one 
year end to the other in cost or market valu- 
ation. There should be a sufficient station- 
ary quantity of raw material to merit the 
freezing of a unit. The commodity unit 
should be selected with care so that the gov- 
ernment will not break it down to various 
grades and classes. While an application to 
the government for the use of this method 
may be limited to certain commodities or 
portions of the inventory, the government 
may insist that other portions be included 
and some eliminated. The most advanta- 
geous time to change to this method is at a 
time when market prices are low. If the 
change is made at any other time, balance 
sheet valuation may be overstated in some 
year, entailing an explanation to stockhold- 
ers. 

Permission from the Commissioner of In- 
ternal Revenue is necessary in order to 
change to this method, and it is required 
that this method shall have been used the 
entire year. Statement of the use of any 
other inventory method during the year 
would be cause for disqualification. Appli- 
cation for use of the last-in, first-out method 
gives the government permission to investi- 
gate prior years. It is well to consider prior 
years’ income as reflected through inventory. 


Quoted 


We had intended to put our silk inven- 
tory on this method, but this year the gov- 
ernment stopped all silk importations and 
thereby practically eliminated the product 
from use. It would have meant that all the 
inventory we had which would have been 
priced at a very low price on the last-in, 
first-out method would have been sold out 
this year, and our profits increased tre- 
mendously at a higher income tax rate than 
two years ago from which the profit was 
diverted. 


A Chemical Manufacturing Com- 
pany 
This company does not use this 
method and it is not considering the 
use of it because it is on a yearly cost 
basis. 
Quoted 


This company’s business is primarily the 
manufacture of chemical fertilizers, and as 
most of the ingredients are bought on the 
basis of annual contracts, most of which are 
negotiated just before or early in the fiscal 
year, we are able to set up uniform standard 
costs effective for the entire fiscal year. You 
will see, therefore, that there would be no 
point in using this new method. Its chief 
advantage, of course, is to make current 
cost of sales more in proportion to current 
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selling prices, with the result that in times 
of high prices, profits (and income taxes) 
will be lower, while in times of descending 
selling prices, profits will be higher. Thus 
it has a smoothing effect tending to make 
peaks and valleys less sharp. It seems most 
applicable in those industries where cur- 
rent production and current sales are closely 
synchronized so that selling prices will be 
in line with the current costs of production. 
Many industries, however, are not in this 
position and frequently find that they are 
shipping at higher production costs on low- 
er-priced contracts negotiated many months 
before, or in the case of descending sales 
prices, the reverse will prevail. There will 
also be some current sales at the new sell- 
ing prices. In other words, the situation is 
apt to be so ‘mixed’ that use of the last-in, 
first-out method would not really be appli- 
cable to all of the shipments made, and if 
used on them all, the inaccuracy might be 
just as great as by use of the ordinary average 
method. 


A Chemical Manufacturing Company 


This company does not use this 
method. 


Quoted 

There are advantages besides tax savings 
or at least the deferring of taxes on profits 
not realized (or, if realized, tied up in in- 
ventory costs) provided the last-in, first-out 
method is adopted at the proper time. The 
method should be adopted when prices are 
so low that write-downs of inventory to 
lower market value will almost never be 
necessary; as during periods of declining 
prices the inventory would otherwise be 
overstated in the balance sheet. 

There is the criticism that the method 
tends to show a stability of earnings which 
does not exist. In any case it should be 
used only under conditions to which it is 
suited. Even the most enthusiastic of its 
proponents say that the method is not appli- 
cable to all cases. The conditions where it 
would be suitable would be where the in- 
ventory bears a greater ratio to other assets 
than in other lines of business; where there 
is a slow turnover; where the raw material 
and finished goods prices tend to run paral- 
lel; and where the cost of raw material is of 
overwhelming importance in the selling 
price of the finished product. 


A Quarrying and Non-Metal Mining 
Company 
This company does not use this 
method. 


Quoted 


We have not particularly considered using 
this method as under existing conditions our 
inventory turnover is so rapid that we do 
not feel that anything is to be gained by mak- 
ing a change at this time. 
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A Wallpaper Manufacturing Com- 
pony 

This company does not use this 
method. 


Quoted 


Because of the nature of our product, 
which is highly styled and requires a com- 
plete new line each year, we are on a ‘first- 
in, first-out’ basis, which we consider the 
only practical basis for our purposes. This, 
in my opinion, precludes the possibility of 
changing to a ‘last-in, first-out’ basis. I be- 
came quite interested recently in the merits 
of pricing inventories on this basis and went 
quite thoroughly into its possibilities, but 
to repeat, my findings were that it could not 
be applied to our business. My interest in 
the method was principally the possibilities 
of deferring part of our profits to a period 
when tax rates might return to a more nor- 
mal basis. 

The ‘last-in, first-out’ basis of inventory 
costing apparently has gained increasing 
prominence during recent years and many or- 
ganizations are revising their thinking on 
inventory valuations during the present cri- 
sis. As their costs and selling prices rise 
very rapidly and inventory values are placed 
much higher than they have been before, 
they are beginning to recognize the possibil- 
ity of a large loss year from a long inventory 
position at high values when the inevitable 
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price slump follows the end of the present 
emergency. This is particularly true in those 
cases where the same identical product is 
manufactured and/or merchandised from 
one year to the next. 


A Tobacco Manufacturing Company 


This company does not use this 
method because it does not seem in 
its industry to be very practical. 


A Safety Fuse Manufacturing Com- 
7 
This company does not use this 
method. 


Paraphrased 

From a study of the form used in applying 
for permission to use the last-in, first-out 
method of inventory the question arises as 
to whether the Treasury Department may 
open income tax returns for previous years, 
thereby possibly subjecting a company to in- 
creased taxes for preceding years. 

At a meeting on the Pacific Coast at which 
the last-in, first-out inventory method was 
discussed, none of the sixty-odd large con- 
cerns represented used the method, although 
the speaker was much in favor of it, espe- 
cially during inflation periods. 
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Twenty-four replies were received 
from companies in various kinds of 
business which made practically no 
specific comment other than to say 
that they did not use the last-in, first- 
out inventory method and were not 
considering the use of it. 

Among the total of seventy-eight 
replies received were some contain- 
ing the following suggestions as to 
published sources of information: 


“The Base Stock Principle in Income Ac- 
counting,” by Ross G. Walker in the 
Harvard Business Review. 

“Applicability of the Last-in, First-out 
Method to Different Types of Indus- 
try” by Carman G. Blough in 1939 
“Papers on Auditing Procedure and 
Other Accounting Subjects’’—American 
Institute of Accountants. 

“A Practical View of the Last-in, First- 
out Principle of Inventory Valuation’ 
by H. T. McAnly, resident partner of 
Ernst & Ernst, Chicago. 

“Fool’s Profits’ by Arundel Cotter, Bar- 
on’s Publishing Company, New York 
1940. 

“An Introduction to Corporate Account- 
ing Standards” (p.o. 77-81) by W. A. 
Paton and A. C. Littleton, American 
Accounting Association, Chicago. 

Bulletin No. 400, “Taxation,” issued Oc- 
tober 14, 1941, by William J. Kelly, 
President, Machinery and Allied Prod- 
ucts Institute, 221 N. LaSalle Street, 
Chicago. 


As to the use of the last-in, first- 
out inventory method in income tax 
determination, the answer would ap- 
pear to be found in Sections 19.22 (d)-1 
to 19.22(d)-6, inclusive, of Income 
Tax Regulations 103 promulgated 
under the Internal Revenue Code of 
1939. In this connection one of the 
members of the Committee on Tech- 
nical Information and Research 
makes the following comment: 


“With the approval of the Commission, 
any taxpayer may adopt this method by fil- 
ing Form 970 in triplicate with the return. 
(Sec. 22-d; 19.22-d-1, 19.22-d-3). 

“Taxpayers adopting this method must 
agree to any adjustment which the commis- 
sioner may make in order that true income 
will be reflected (see 19.22-d-4). Once 
adopted the use of this method must be con- 
tinued unless the commissioner requires a 
change to another method or, upon appli- 
cation of the taxpayer, authorizes such a 
change (sec. 19.22-d-5).” 
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“THIS AGE OF FABLE,” by Dr. Gustav 
Stolper. Reynal & Hitchcock, New York. 
369 pages. $3. 

Realism is, or certainly should be, the 
keystone upon which intelligent men base 
their judgments of today and their plans 
for tomorrow. And yet the ever accelerating 
pace and growing complexity of our eco- 
nomic and political life since the close of 
World War I have compelled many of us, 
most of us probably, to accept without 
careful investigation the bulk of all our 
reading in quest of enlightenment and guid- 
ance on matters of politics and economics 
(and often finance). Hence our almost 
complete gullibility for the simple panaceas, 
and international propaganda of the decade 
just ended! 

Dr. Stolper has undertaken the task of 
separating facts and fancies (or “fables” as 
he calls the latter) having to do with the 
major problems of economics and political 
science in the Western World. In a cryptic 
and stimulating manner he lays bare the 
“fables” we have come to accept as fact, 
and then proceeds to blast wide open the 
reader's casual conceptions in a series of 
brisk and effectively persuasive analyses. 
The author’s method in accomplishing this 
is such as appeals to the non-scientific 
reader—there is adequate documentation of 
argument and original thought, and yet 
not too much of statistics to dull the in- 
terest. 

If one is inclined to believe that all of 
the world’s economic systems are doomed 
to destruction, that capitalism is already 
well on the way to making its exit, that 
democracy as a system of government is 
drawing its last breath—then let him read 
“This Age of Fable’ and he will find 
fundamental thoughts and analyses, founded 
on facts as opposed to fiction, sufficient for 
reforming his pessimism into realism, and 
for broadening his subjective perspective 
into objectivity. On the other hand, if one 
is a confirmed optimist either for an en- 
tirely new order or in the continuance of 
that order of things which predates World 
War II, he may regain his sense of bal- 
ance and realism through a study of this 
able presentation. 

Basically, states the author, the economic 
and social systems of the Western World 
are predicated upon three freedoms—free- 
dom for movement of men, for goods, for 
money. An historical and political study of 
these three freedoms, their exercise and 
their restraints, forms the background to a 
deeper understanding of the real problems 
they create, and indeed dispels some illu- 
sions regarding national and international 
events that less factual (even fabulous) 
studies have built up. The progressive de- 
velopment of capitalism, the theory of 
“production for profit” and of “planned 
economy” are subjected to close scrutiny 
only to be found ‘‘wanting” in the balance 
of comprehension of ordinary men. 

The causes of this present war as they 
have been related to “Have” and ‘Have- 
Not’ nations by no less a narrator than 
Mr. Hitler himself are exposed as fable, 


and in substantiation of his exposure the 
author delves into a series of extremely en- 
lightening historical facts. Most of us have 
no doubt also accepted, as in other in- 
stances, the story of Britain’s accelerating 
degeneracy these past ten years, as well as 
the charges of harsh imperialism usually 
made against her. The recent negotiations 
between Britain and India add such a de- 
gree of current interest to this part of the 
book’s coverage of the problem itself as 
only the thrilling exposure of the truth can 
equal. Russia, too, comes in for her share 
of objective examination, as does Germany 
and Hitler’s reputed miraculous economic 
and political performances prior to Septem- 
ber, 1939. 

The author’s purpose in compiling this 
work has been to give the reader, in an ob- 
jective way, perspective of the economic 
and political world in which we live. In 
this he has succeeded well. Yet his worthy 
efforts are not without a conclusion befit- 
ting a more definitive aim. That America 
has a great and prominent part in this 
broad picture is not to be doubted by any, 
but one finds a more realistic place for 
her (and for himself) in this war for sur- 
vival because of a better understanding of 
what has already taken place. We know we 
are in for the test of all history—that de- 
mocracy is that which is being tested— 
and Dr. Stolper explains why and how, at 
the same time pointing a path to the future. 
Our Constitution, emphasizes the author, 
must undergo changes, not revolutionary 
but evolutionary, necessary for providing 
the numerous civil skills for social and 
economic controls; for effecting better co- 
ordination of policies within government 
and for improving the relationships be- 
tween the Executive and Congress. In pro- 
jecting these revisions, however, the anchor- 
age must now as always remain the Bill of 
Rights, if our faith and hope in and for 
American Democracy and its destiny is to 
bear fruition. Dr. Stolper in’ dispelling the 
fables of this age builds a sounder faith in 
the prospects for the democracy of the next. 

Reviewed by Haro C. STOTT 
Philadelphia, Pennsylvania. 


“SHARING INFORMATION WITH EM- 
PLOYEES,” by Alexander R. Heron. Stam- 
ford University Press, 204 pages, $2.50. 

The author of this book does an admir- 
ably practical job of exploring into and 
prescribing for one of today’s most press- 
ing personnel problems. The problem, com- 
monly attributed to the size of industrial 
organizations, is the lack of interest in 
their jobs on the part of most workers. 
There exists a real need to instill in to- 
day’s sons and daughters the same care and 
interest as their fathers—whether employer 
or employee—had in their individual enter- 
prises. 

The author argues that: 

1. “We must recognize our inescapable 
obligations to manage enterprise in such a 
way as to furnish middle-age security for 
those who spend their years of youth in 
the enterprise as wage earners.” 
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“We must encourage them to expect 
and demand this kind of management as 
their truest form of social security.” 

3. “We must share with them informa- 
tion which will create this attitude and 
which will continuously show them whether 
or not their long-time interests are being 
conserved.” 











Only by proceeding from this type of 
reasoning, the author believes, will em- 
ployers be able to get from employees that 
more generous effort which is so desirable 
and which was once the rule. 

The reviewer could not help thinking, 
while reading this book, of Judge Gary and 
his pioneering steps in publishing the finan- 
cial statements of his corporation. Today 
that practice is a commonplace in public- 
relations work. It is also always stated that 
public-relations should begin at home— 
with your own employees. Go one step 
further in that endeavor—give information 
to your employees which will tap their 
proprietary and selfish instincts and you 
gain through voluntarily increased effort. 

The author writes from actual experience 
as a personnel officer and gives hard-hitting 
practical arguments in support of his posi- 
tion. The book should be read by anyone 
who wishes to be intelligent in business 
today. Reviewed by C. T. ZIGNONE. 


1000 CARDS A DA zt, “THE THEORY OF INCIDENCE OF 


SALES TAXATION,” by John F. Due. 


OR A MILLION King’s Crown Press, New York. 1942. 


244 pages. $2.25. The author of this book 
is an instructor in economics at the Uni- 








--- with or without machines versity of Utah. This work will interest 
not only theorists of taxation and applied 
--- with your regular clerks and economics, but also those who determine 


the revenue policy of governments. 
“KEYS TO BUSINESS CASH: a Guide 
to Methods of New Financing,” by Wil- 
liam Hurd Hillyer. WHarper & Brothers, 

IT MAKES NO DIFFERENCE New York. 1942. 104 pages. $1.00. 
TO KEYSORT One of the small business man’s most 


urgent problems today is that of financing 
expansion and conversion to war produc- 


operators 


° ° = tion. He has never before had to borrow 

It’s the world’s fastest, most econom in significant amounts. The product of a 

ical and most flexible method of relatively static industrial life, the small 

business man today is faced with instant 

sorting and classifying all forms of aad destic Somnpetnent, set agony signet 

data. Ask the McBee representative. This book will assist the small business 

man (particularly those owners of busi- 

McBee nesses handling an annual volume of busi- 
Cc ness of less than two million dollars) by 

NU tie mes i THE M ° BEE COMP. AN Y showing him the sources of quick financing 
a ° available to him. The work contains a 

hi ill General Offices: Athens, Ohio straight-forward account of the ways of 


Sales Offices mM Principal Cities making contacts and assembling reports to 


prepare for new financial flotation. 

Defense financing funds, sources of long- 
time money and amortization capital, figur- 
ing the true cost of money, selecting and 
approaching a lender, the use of banks and 
factors, meeting working capital needs, 
raising venture capital, and the like, are 
discussed here. Those mysterious docu- 
ments (to the small man), loan applica- 
tion forms, are explained and illustrated 
with samples. 
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“HOURLY EARNINGS OF EMPLOYEES 
IN LARGE AND SMALL ENTERPRISES,” 
by Jacob Perlman. Temporary National Eco- 
nomic Committee. Monograph No. 14. 
Washington, 1940. 94 pages. 

What relation, if any, exists between the 
size of an industrial enterprise and the 
salaries paid to its employees? This is the 
question that set the author of this mon- 
ograph to studying the wage data collected 
over recent years by the Wage and Hour 
Division of the Bureau of Labor Statistics. 

In eight relatively small industries, no 
definite relation was discovered between 
size of company and rate of pay. In shoes, 
leather, radio parts, furniture, hosiery, cot- 
ton goods, woolen and worsteds, and knitted 
wear, the wage data seems to have little if 
any sociological implications. 

In eight highly concentrated industries, 
however, hourly earnings were found to 
increase with the size of the enterprise. 
Lines studied include: tobacco products, 
meat packing, iron and steel, electrical 


goods, radio sets, explosives, soap, and 


fertilizers. Furthermore, this tendency ex- 
isted within each region of the country, 
each size of community, and each grade of 
labor. A net relationship between size of 
company and hourly earnings of employees 
is strongly indicated. One is forced to ask 
the question: Can big business actually be 
of more benefit to its employees than small 
business ? 

Such a statement is avoided by the au- 
thor, who notes qualifications which must 
be made to any such upsetting (to the 
TNEC) conclusion. The fact that large 
and small enterprises nominally in the 
same industry may not be producing the 
same product raises difficulties of com- 
parability, he points out, which can never 
be surmounted. The distribution of hourly 
earnings does not give us the distribution 
of either wage rates or unit labor costs. 
Where piece rates are used, high earnings 
simply indicate high man-hour output. 
Higher earnings in large enterprises might 
be due very largely to the fact that they 
make greater use of piece-work and bonus 
systems which induce a greater input of 
effort by the worker. 

The results of the study pose many prob- 
lems, especially for those who claim big 
business is wasteful or selfish. To what 
extent are the observed differences in 
hourly earnings attributable to differences 
in man-hour output rather than in wage 
rates? Do the higher earnings obtained in 
large enterprises allow them to skim the 
cream from the labor market? Are differ- 
ences in wage rates offset to a great degree 
by differences in labor efficiency in large 
and small enterprises? And, finally, can it 
be possible that this investigation of the 
Temporary National Economic Committee 
has backfired ? 


“MANUFACTURING PROCESSES,” by 
Myron L. Begeman. Published by Wiley, 
New York. 1942. 579 pages. $4.50. 


“BANKING STUDIES,” by members of 
the Staff of the Board of Governors of the 
Federal Reserve System, Washington. 506 
pages. $1.50. 

“The purpose has been to present in 
brief form and simple language the sub- 
stance of a large mass of information bear- 
ing on banking and monetary problems 
that the Federal Reserve System has accu- 
mulated during its quarter century of op- 
eration, and particularly during the last 
decade.” 


“PRODUCTION ENGINEERING,” by 
Earle Buckingham. John Wiley & Sons, 
New York, 1942. 262 pages. $2.50. The 
work of production engineering is presented 
in the book as the coordinated efforts of 
many individuals each of whom has a 
specific task to accomplish. 


“PRODUCTION CONTROL,” by Law- 
rence L. Bethel et al. McGraw-Hill, New 
York. 287 pages. $2.75. The authors con- 
ducted extensive surveys to compile this 
phase of industrial management into a 
workable book primarily for the use of 
classes in production control organized un- 
der the Engineering, Science and Manage- 
ment Defense Training Program. 


“COMMERCIAL CREDIT AND COLLEC- 
TION PRACTICE,” by Watrous H. Irons. 
Ronald Press, New York. 1942. 624 pages. 
$4.50. 


“CREDIT PROBLEMS IN A WAR ECON- 
OMY,” by Roy A. Foulke. Published by 
Dun & Bradstreet, New York. 


“INTRODUCTION TO WAR ECONOM- 
ICS,” edited by Alfred C. Neal. Richard D. 
Irwin, Chicago. 248 pages. $1.25. Intro- 
ductory war economics, designed for col- 
lege courses and written by Brown Univer- 
sity economists to supply basic informa- 
tion for intelligent decision making by 
democratic citizens. 


“THE DYNAMICS OF INDUSTRIAL 
DEMOCRACY,” by Clinton S. Golden and 
Harold J. Ruttenberg. Harper & Brothers, 
New York. 1942. 342 pages. $3.00. Two 
prominent C.I.O. officials discuss such con- 
troversial labor issues as the closed shop, 
the check-off, the Reuther Plan, and senior- 
ity, together with the problems of collec- 
tive bargaining and the outlook for im- 
proved industrial relations. Mr. Golden 
is regional director of the Steel Workers 
Organizing Committee, and Mr. Rutten- 
berg is research director. 


Public Accountants Make 
Tax Recommendations 

The Committee on Federal Taxation of 
the American Institute of Accountants pre- 
sented a series of recommendations, fifty- 
one in number, to the Ways and Means 
Committee of the House of Representa- 
tives on April 13, for revision of the In- 
ternal Revenue Code. 
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LETTERS FROM CONTROLLERS ~ 





FEELS INCREASING DEBT 
TO THE INSTITUTE 


To Managing Director: 

I regret you were not in your office when 
I called last Tuesday as I wanted to re- 
view the events of the day before and per- 
sonally congratulate you and all concerned, 
on the success of the War Conference of 
Controllers. It was quite an accomplish- 
ment to cover so much ground effectively 
in so short a time. 

The subjects were well chosen and 
timely and all the speakers covered their 
respective assignments in a helpful man- 
ner. Because of the increasing pressure un- 
der which controllers are now working, 
the fine attendance was a tribute to those 
who planned and executed the program. 

I came away from these meetings, as has 
been my experience in the past, with a 
feeling of increasing debt to The Institute 
and my fellow members for the help and 
encouragement received in a business way 
and also for the pleasure of personal as- 
sociations. 

Mr. C. ELtis SPENCER 
Crompton & Knowles Looom Works 
Worcester, Massachusetts 


PROUD OF BEING MEMBER 
OF INSTITUTE 
Mr. R. S. HOLDEN, CHAIRMAN 
Committee on Technical Information and 


Research 
Controllers Institute of America 


Dear Mr. Holden: 

In spite of the fact that several weeks 
have elapsed since I received your reply 
to inquiry concerning inventory valuation, 
I am very grateful for it, and to you for 
your promptness and thoroughness. It was 
gratifying to me that the busy men to 
whom you sent my problem took the time 
to review it, and write their versions of the 
solution. 

Since receiving your reply I have been 
engaged in the taking and pricing of the 
year-end inventory, as well as studying the 
answers to my inquiry. I am very glad to 
state that out of one of these—the second 
answer—came the clue to the solution of 
my problem, enabling me to obtain the 
procedure which was satisfactory to all con- 
cerned. 

This solution consisted of converting all 
work in process to a basis of poundage of 
raw material. This was done by using the 
standard amount of poundage of knitted 
fabric per one hundred dozen by style and 
size of knitted underwear as expressed on 
the cost sheet, and extending same by the 
quantity on hand. To this figure was ap- 
plied a percentage ratio of the shrinkage 
to bring back to the pounds of original 
raw material. Working backwards from the 
end of the year ‘the aggregate poundage re- 


vealed the approximate date of the earliest 
transfer from raw material to work in 
process, and extended these pounds by the 
average difference per pound between cost 
and standard. The inventories were ex- 
tended at the normal standards, with a blan- 
ket deduction from the total to bring to 
cost or market, whichever is lower. 

In closing, I should like again to express 
my appreciation to you and to your com- 
mittee for your interest and helpfulness, 
and to say I am proud of being a member 
of The Institute. With kindest regards, 

Roy W. THOMPSON 
Comptroller, Amazon Knitting Co. 
Muskegon, Michigan 


February 4, 1942 


“THE CONTROLLER” PRAISED 


To Managing Editor 
THE CONTROLLER: 

I should like to take this opportunity of 
expressing my pleasure in learning that you 
have joined the staff of The Institute and 
will give special attention to THE COon- 
TROLLER. It is a most excellent magazine 
and one of the things about which The In- 
stitute can be most proud. I am certain 
from things I have heard that the magazine 
has a real standing in accounting and pro- 
fessional circles outside of The Institute 
membership and feel sure that its impor- 
tance and prestige will continue to grow. 

I. D. DAWEs 

Virginia-Carolina Chemical Corporation 


MATURE, ARTICULATE 


To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I have just read “A Treasurer Looks at 
the Practical Operation of Credit Depart- 
ment” in the September issue of THE 
CONTROLLER, and I certainly want to ex- 
tend to you and to Mr. Perry my congrat- 
ulations on such an excellent article. Un- 
fortunately, much that is written on the 
subject of credit and collection seems to 
try to reduce the subject to an engineer- 
ing problem based on ratios and formu- 
lae, or else is rather nauseating with 
“cute’’ collection letters and “unique 
angles.” Mr. Perry’s presentation is, to 
my way of thinking, mature and artic- 
ulate—something that can be _ passed 
along with wholehearted approval. 

J. H. BLack 
Bailey Meter Company 


COMMENDABLE IDEA 


To Managing Director: 

I wish to say that I think the idea of 
getting this pamphlet (‘Papers and Ad- 
dresses, Tenth Anniversary Meeting’) out 
when you did, rather than wait for the 
annual Year Book, is commendable. Condi- 
tions change so rapidly these days that 
much of the material would have been of 
less value had we received it later. 

E. L. WorFOLK 
International Projector Corporation 
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lative 3, 6, 9 and 12 months figures, it 
is to be presumed that notice of an 
error in say the first quarter report will 
result in corrections in the next filing. 


PENALTIES 


This leaves to be considered the 
penalties that are invited by willful 
failure to respond to the request to file 
or by willful falsification of informa- 
tion filed. It is no part of a paper de- 
signed to explain the need for this pro- 
gram and the scope of the particular 
forms to discourse at length on the 
penalties that may be invoked against 
malingerers. But the need for reliable 
information is so apparent, and the 
value to business of having official ac- 
tion based on reliable and adequate 
data is so obvious, that it is only to be 
expected that the vast majority of fil- 
ings will involve no errors worse than 
misconstruction or misunderstanding 
of a particular item. Such errors 
should, and I think will, be overcome 
and eliminated as experience is gained 
in using the forms. 


Book Reviews 


“CAPITALIZATION OF WAR AND 
POST-WAR EARNINGS,” by John H. 
Lewis. John H. Lewis & Company, New 
York. 19 pages. Most of the material in 
this letter was contained in an address de- 
livered before the American Statistical As- 
sociation on January 20. 


“THE SUPREME COURT AND JUDI- 
CIAL REVIEW,” by Robert Kenneth Carr. 
Farrar and Rinehart, New York. 318 pages. 
$1.50. An analysis and appraisal of the 
ways in which judicial review has been 
exercised by the Supreme Court in molding 
public policy. 


“HOW BRITAIN IS AVOIDING _IN- 
FLATION,” by Brinley Thomas. British 
Library of Information, New York City. 
This is a reprint of an address delivered 
before the Tax Institute on December 2, 
1941. 


“SHARING INFORMATION WITH EM- 
PLOYEES,” by Alexander R. Heron. A 
practical handbook on the selection and 
dissemination of information to large groups 
of industrial workers. Published by Stan- 
ford University Press. $2.50. 
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Sees Post-War Socialization as 
Result of War Controls 


The end of the war will usher in an 
era of “socialized capitalism” in which 
business, labor and government will 
all participate, Mr. Paul T. Babson de- 
clared on April 14, adding that “this 
may not prove to be such a bad thing 
if the transition can be kept gradual.” 
Mr. Babson, who is chairman of the 
Standard and Poor’s Corporation, 
president of the United Business Serv- 
ice, and Treasurer of the Kiplinger 
Washington Agency, was addressing 
the Executives Club of the Boston 
Chamber of Commerce. 

He pointed out that the machinery 
necessary to implement the change- 
over from laissez-faire capitalism to an 
economy controlled “from a political 
top,” already is in existence as a part 
of the all-out war effort and will re- 
quire comparatively little “retooling” 
to make it suitable in times of peace to 
prevent the recurrence of the boom- 
depression cycles. 

The problem to be posed by the 
post-war needs of the country cannot 
be solved, said Mr. Babson, by a “‘last- 
ditch fight’’ between business and gov- 
ernment; nor, on the other hand, 
should business “‘yield too easily to the 
economic planning of government.” 


COOPERATION URGED 


“Government will make mistakes 
and the business man will be in a bet- 
ter position to see them than will 
government itself,’ he continued. 
“But if the business man will reconcile 
himself to a reasonable degree of con- 
trol and will try honestly to make it 
work as well as possible—instead of 
fighting it every step of the way—then 
he will have a definite and important 
place in the new scheme of things. If 
not, government is likely to push him 
aside. After all, the business man has 
no ‘inalienable rights’ under the Con- 
stitution which are not possessed 
equally by the ditch digger, coal 
miner and tenant farmer.” 

“Learn to work with the govern- 


ment planners,” he urged, “and you 
may be surprised to find that they will 
be able and willing to work with you. 
Their experience during these war 
years is teaching them that the busi- 
ness man’s practical knowledge is a 
priceless ingredient in getting things 
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done. Capable business men, whose 
work is in the public interest, are not 
going to be thrown overboard by gov- 
ernment or anyone else. But the rules 
of the game have changed materially.” 

Post-war restrictions, said Mr. Bab- 
son, in a question period following his 
prepared address, will probably be less 
severe than those during the war. 
There may, in fact, be a broad relaxa- 
tion, but the machinery for over-all 
control will not be scrapped. 


An American Achievement...a Calculator 
that is so completely automatic that all 
mental and physical effort is eliminated 
from its operation. Created by American 
designers and engineers to fulfill every 
need in modern business and scientific 
requirements. Demonstration proves this. 


Fridén Automatic Calculators are Sold and Serviced by a 
Factory trained personnel in over 250 Company controlled 
Sales Agencies throughout the United States and Canada. 
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INSTITUTE ACTIVITIES 








NEW MEMBERS ELECTED 


Ray E. WHITE 


At a meeting of the Board of Directors 
of The Controllers Institute of America 
held April 30, 1942, the applicants named 
below were elected to active membership in 
The Institute: 


Lioyp RAYNOR BOLING 
Oliver United Filters, Inc., Oakland, Cal- 
ifornia. 
EUGENE P. BORKOWSKI 
North & Judd Mfg. Company, New Brit- 
ain, Connecticut. 
STUART M. CAMPBELL 
Pittsburgh Plate Glass Company, Pitts- 
burgh. 
G. CARLISLE 
Micromatic Hone Corporation, Detroit. 
ARTHUR CLIFFORD : 
The A. W. Burritt Company, Bridgeport, 
Connecticut. 
ALEX MCBEAN COLLEDGE 
Koppers Stores Division, Eastern Gas & 
Fuel Associates, Pittsburgh. 
JOHN J. FirzGERALD 
Cardox Corporation, Chicago. 
W. STEWART HOTCHKIsS 
Fisher Scientific Company, Pittsburgh. 
GEoRGE A. JESSOP 
American Screw Company, Providence. 
E. PAuL Love 
Pacific Manifolding Book Co., Inc., Los 
Angeles. 
D. B. MacTAvisH 
Timm Aircraft Corporation, Van Nuys, 
California. 
LESLIE W. Mason 
Hercules Powder Company, Wilmington, 
Delaware. 
CHARLES E. MASTERS 
National Gypsum Company, Buffalo. 
HoMER C. Morrison 
Lear Avia, Inc., Piqua, Ohio. 
GEORGE W. MurRPHY 
Kahn & Feldman, Inc., New York City. 
GEORGE W. PRICE 
Control Instrument Company, Inc., Brook- 
lyn. 
CLARENCE B. QUINN 
Atlantic Rayon Corporation, Providence. 
LAYTON J. RIENHARDT 
Aircraft Accessories 
bank, California. 
RICHARD H. SCHLOTTMAN 
Bethlehem Steel Corporation, Bethlehem, 
Pennsylvania. 
FreD L. SECORD 
Haynes Stellite Company, Kokomo, In- 
diana. 
FREDERICK S. R. SEDDING 
Doheny-Battson Interests, Los Angeles. 
JAMES W. Tyson II 
Koppers Coal Division, Eastern Gas & 
Fuel Associates, Pittsburgh. 
WILLIAM T. WERSCHKULL 
The San Francisco Bank, San Francisco. 


Corporation, Bur- 


Bridgeport Thermostat Company, 
Bridgeport, Connecticut. 


HoiMeEs H. WHITMORE 


Jones 
Springfield, Vermont. 


JOHN S. WooDBRIDGE 


Pan American Airways, Inc., New York 


City. 


Inc., 


& Lamson Machine Company, 








Election of the 26 new 
members named above 
brings the total mem- 
bership of The Institute 


to 


1,743 


NO COMPANY MEMBERSHIPS 


There are no company member- 
ships in The Controllers Institute 
of America. 

All memberships are on an indi- 
vidual, personal basis. They are 
bestowed upon individuals only 


after they have made available to | 


the Admissions Committee infor- | 
mation concerning their personal | 


qualifications, positions and re- 
sponsibilities, which indicates that 


they meet the high standards of | 


eligibility established by The Insti- 
tute. 
There is something of the pro- 


fessional atmosphere about con- | 


trollership, which is conveyed by 
membership in The Institute. 


Memberships are not transfer- | 


able. Once a controller has been 


elected a member of The Institute | 


he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 
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PERSONAL NOTES 


Francis J. Dabney, controller of Landers, 
Frary & Clark, was elected treasurer of the 
company at the annual directors’ meeting 
held recently. He succeeds Richard L. White 
who has served as both president and treas- 
urer for more than a year and continues as 
president. Wilkam J. O’Brien was elected 
assistant treasurer. 


A. Gordon Heitman has been appointed 
controller of the United Wallpaper Fac- 
tories, Inc. He has been an executive of the 
edible nut division of the General Foods 
Sales Company, Inc., of New York. 


Edward T. Dickinson, Jr., former au- 
ditor of the Brooklyn Trust Company, was 
appointed April 1 executive director of 
the planning committee of the War Pro- 
duction Board by Robert R. Nathan, chair- 
man of the committee. Prior to his ap- 
pointment, Mr. Dickinson was _ research 
assistant to Irving S. Olds, chairman of the 
board of the United States Steel Corpora- 
tion, specializing in national defense prob- 
lems. 

Mr. Dickinson, besides being trust au- 
ditor for the Brooklyn Trust Company, 
was a special agent of the Fidelity and 
Casualty Company, New York. He is a 
graduate of Yale University and a resident 
of Garden City, Long Island. 


Mr. William R. Wilson, treasurer of 
Philco Corporation, has been elected to the 
corporation’s Board of Directors, it was 
announced on April 24. Mr. Wilson, a 
graduate of the University of Pennsylvania 
in the class of 1929, was formerly asso- 
ciated with the accounting firm of Mathie- 
son, Aitken & Co. He became connected 
with Philco in May, 1932. Subsequently he 
was named assistant to the treasurer and in 
April, 1940, became controller. He was 
named treasurer of the Corporation in Au- 
gust, 1941. He is a member of the Con- 
trollers Institute of America, with certifi- 
cate number 1,975. He was elected to 
membership August 28, 1941. 


Mr. Arthur Batts, a member of The 
Controllers Institute of America since June, 
1936, became president on April 22, 1942, 
of the Carborundum Company, Niagara 
Falls, New York. He has been associated 
with the company for thirty-one years, and 
has been its secretary for the past sixteen 
years. He is a charter member of the Buf- 
falo Control, which received its charter on 
December 30, 1937, and was a director of the 
Control during the years 1937-1938-1939. 
His membership certificate is number 712. 


Accepts Committee Reappointment 


Mr. W. L. Miille, of American Locomo- 
tive Company, has accepted reappoint- 
ment as a member of the Committee on 
Cooperation with the Securities and Ex- 
change Commission, of The Controllers 
Institute of America, of which Mr. S. W. 
Duhig, of Shell Union Oil Corporation, 
is chairman. 
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MEETINGS OF CONTROLS 


TWIN CITIES 
ROUND-TABLE DISCUSSION 

The regular meeting of the Twin Cities 
Control was held April 7 at the Minne- 
apolis Athletic Club. 

Mr. H. P. Bruetow, chairman of the 
special committee on unemployment com- 
pensation problems, gave a brief report 
and led a round-table discussion on prob- 
lems ahead of controllers. Following the 
discussion a preview showing of a film 
attraction was held in the private studios 
of the Minnesota Amusement Company. 
The showing was arranged by Mr. C. W. 
Perrine. 


SYRACUSE 
Topic: “CONTROLLERSHIP: ITS 
FUNCTIONS AND TECHNIQUE” 
The Industrial Club was meeting place 
for the Syracuse Control April 21. 
Mr. Fred Hoyt led a discussion of the 
book “Controllership: Its Functions and 
Technique” by Mr. John H. MacDonald. 


SF. LOUIS 
Topic: ‘“MISSOURI PROPERTY 
TAXES” and “MERCHANT’S AND 
MANUFACTURER’S LICENSE 

TAX” 

The April meeting of the St. Louis Con- 
trol took place April 27 at the Missouri 
Athletic Club. 

Mr. C. Powell Fordyce spoke on ‘‘Mis- 
souri Property Taxes’’ and ‘‘Merchant’s and 
Manufacturer's License Tax’ was discussed 
by Mr. G. Carroll Stribling. 


SAN FRANCISCO 
Topic: “PERSONNEL PROBLEMS RE- 
SULTING FROM WAR EMER- 
GENCY 

The regular monthly meeting of the 
San Francisco Control was held at the St. 
Francis Hotel on April 16. 

“Personnel Problems Resulting from 
War Emergency” was discussed by Mr. 
William P. Bell, Personnel Manager of 
the C. & H. Sugar Company. 

Following Mr. Bell’s address, a round- 
table discussion of “Protection and Dup- 
lication of Records” was held. 


ROCHESTER 
TRI-CONTROL SESSION 
The April meeting of the Rochester Con- 
trol took the form of participation in a 
Tri-Control meeting in Buffalo on May 1. 
This was attended by a large group of 
members of the Rochester Control. Presi- 
dent J. J. Myler addressed the confer- 
ence briefly, expressing his pleasure, and 
that of the other members of the Rochester 
Control, at being permitted to participate. 
The Tri-Control meeting was held at the 
Buffalo Athletic Club and was addressed 


by President John A. Donaldson, of The 
Institute, and by Managing Director Arthur 
R. Tucker. 


PITTSBURGH 


Topic: “PRACTICAL APPLICATION 
OF PRIORITIES IN MANUFAC- 
TURING” 

The April meeting of the Pittsburgh Con- 
trol was held April 27 in the Assembly 
Room of the Fort Pitt Hotel. 

Mr. Andrew H. Phelps, General Man- 
ager, Purchases and Traffic, Westinghouse 
Electric & Manufacturing Company spoke 
on “Practical Application of Priorities in 
Manufacturing.” Mr. Phelps, as chairman 
of the Westinghouse Company’s Priorities 
Committee, has, since the beginning of 
the war, been closely associated with chang- 
ing developments in the government's pri- 
orities program. 


PHILADELPHIA 
Topic: “WAGE ADMINISTRATION 
AND LABOR COSTS” 

The Hotel Warwick was meeting place 
for the Philadelphia Control on April 9th. 

The address of the evening, “Wage 
Administration and Labor Costs,’ was 
made by Dr. C. Canby Banderston, Dean 
of Wharton School of Finance and Com- 
merce, University of Pennsylvania. Mr. 
Daniel H. Schultz was chairman of the 
meeting. 

Dr. Balderston is a graduate of the 
University of Pennsylvania, having re- 
ceived his B.S. degree in 1921, his M.A. 
degree in 1923 and his Ph.D. in 1928. He 
was appointed Instructor in the Wharton 
School in 1921, an Assistant Professor in 
1925 and was given full Professorship in 
1931. He was appointed Dean on July 
1, 1941. 

He has served the Irving Trust Com- 
pany, Atlantic Refining Company, Leeds 
& Northrup Company, and other large 
companies as Management Consultant. He 
was a member of the Department of Re- 
search and Statistics of the Philadelphia 
Reserve Bank from 1921 to 1923. At pres- 
ent Dr. Balderston is serving on the 
Board of Directors of the Boston Gear 
Works; on the Board of Managers of the 
Friends Hospital; on the executive and 
finance committees of Westtown School 
and on the executive committee of the 
Industrial Relations Association. 

He is a member of the American Man- 
agement Association; American Economic 
Association; Society for the Advancement 
of Management; Theta Xi Fraternity; 
Rolling Green Golf Club; and the Ozone 
Club. 

Among several books by Dr. Balder- 
ston are: “Managerial Profit Sharing,” 
1928; ‘Executive Guidance of Industrial 
Relations,” 1935; “Profit Sharing for 
Wage Earners,” 1936 and “Management 
of a Textile Business,” 1938. 
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PHILADELPHIA 


RECEPTION AND DINNER TO 
WELCOME MEMBERS OF THE 
SECURITIES AND EXCHANGE 
COMMISSION 


A reception and dinner welcoming mem- 
bers of the Securities and Exchange Com- 
mission to Philadelphia was given April 
30 at the Hotel Warwick by the Philadel- 
phia Control. 

Mr. Thomas L. Evans, President of the 
Control, greeted the honored guests at the 
dinner which followed a reception. Mr. 
Stanley W. Duhig, Chairman of the In- 
stitute’s National Committee on Coopera- 
tion with the Securities and Exchange Com- 
mission, served as toastmaster. The wel- 
coming address was made by Mr. John A. 
Donaldson, National President of the Con- 
troller’s Institute of America. National Of- 
ficers and Directors of The Institute were 
introduced along with Messrs. Ganson Pur- 
cell, Sumner T. Pike, Edmund Burke, Jr., 
Robert H. O’Brien, and Judge Robert E. 
Healy, members of the Commission. Elec- 
tion of Officers and Directors of the Con- 
trol was also held. 


NEW YORK CITY 
Topic: WAR CONFERENCE OF 
CONTROLLERS 
The April meeting of the New York 
City Control was omitted, since the Con- 
trol acted as host at the War Conference 
of Controllers, which was held on April 13 
at the Hotel Waldorf-Astoria, New York. 
The May meeting will be held on May 
21 at the Shelton Hotel. 


NEW ENGLAND 


Topic: “TAXATION PROBLEMS UN- 
DER PROPOSED TAX LEGISLA- 
TION” 

The New England Control met on April 
28 at the Providence Biltmore Hotel, 
Providence, Rhode Island. 

Speaker of the evening was Mr. Cyrus 
B. King, Editor-in-Chief of Prentice-Hall, 
Inc., who spoke on the subject: “Taxation 
Problems Under Proposed Tax Legisla- 
tion.” The meeting had originally been 
scheduled for April 21. 


MILWAUKEE 


Topic: “CHANGING CONCEPTS OF 
ACCOUNTING THEORY” 

The Milwaukee Control held its 
monthly meeting April 14 at the Uni- 
versity Club. 

Speaker of the evening was Professor 
W. A. Paton, Ph.D., C.P.A., Professor of 
Accounting, University of Michigan. Dr. 
Paton’s address was entitled “Changing 
Concepts of Accounting Theory.” The 
speaker is a practical accountant, an ex- 
perienced educator, a clear and lucid 
writer, and is widely known for the in- 
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cisiveness and constructive originality of 
his thinking on important questions in 
accounting. Dr. Paton’s degrees of A.B., 
A.M., and Ph.D. are from the University 
of Michigan, and his practical experience 
as detailed in ‘““Who’s Who” is most im- 
pressive. 


LOS ANGELES 
Topic: ‘““GOVERNMENT CON- 
TRACTS AND PROBLEMS RELA- 
TIVE THERETO” 

The April meeting of the Los Angeles 
Control was held April 16 at the Clark 
Hotel. 

Mr. J. Robley Janssen, chief accountant 
of Lockheed, discussed the topic of ‘“‘Gov- 
ernment Contracts and Problems Relative 
Thereto.” Mr. Roy Menzel of General 
Metals Corporation acted as chairman for 
the meeting. 


KANSAS CITY 
Topic: “INFORMATION PLEASE” 

Meeting of the Kansas City Control 
was held April 13 at the Kansas City 
Club. 

Mr. Ed Malmfeldt was chairman of the 
program, and the questions received from 
members were assigned to men who had 
found the answers in their own work. 
The subjects covered a wide variety of 
controllership problems. 


INDIANAPOLIS 
Topic: “STATEMENT ANALYSIS 
FOR CREDIT PURPOSES” 

The monthly meeting of the Indianap- 
olis Control was held on April 22 at the 
Indianapolis Athletic Club, and was de- 
voted to credit problems. 

Mr. William B. Schiltges, First Vice 
President of the Fletcher Trust Company, 
spoke on the subject: “Statement Analysis 
for Credit Purposes.” He devoted partic- 
ular attention to specific items which must 
be controlled in order to maintain a state- 
ment satisfactory for bank credit. 


HARTFORD 
Topic: “INVENTORY VALUATION 
AND RESERVES” 

The March meeting of the Hartford 
Control was held at the City Club on 
March 12. 

Mr. Floyd A. Pearce of the Torrington 
Company was the principal speaker of 
the evening, his topic being “Inventory 
Valuation and Reserves.” 


DISTRICT OF COLUMBIA 
Topic: “LATEST DEVELOPMENTS 
ON INSURANCE RELATIVE TO 
WAR AND BOMBARDMENT 
COVERAGE” 
The District of Columbia Control held 
its regular monthly meeting on April 28 at 
the Carlton Hotel. 


Speaker of the evening was Mr. Ralph 
W. Lee, Jr., of Ralph W. Lee and Com- 
pany, who addressed the Control on the 
subject: “Latest Developments on Insur- 
ance Relative to War and Bombardment 
Coverage.” 


DETROIT 
Topic: “MUTUAL PROBLEMS OF 
THE CERTIFIED PUBLIC AC- 
COUNTANTS AND CONTROL- 
LERS” 

The Detroit Control was guest of the 
Michigan Association of Certified Public 
Accountants on April 9 in the Jade Room 
of the Detroit Leland Hotel. 

The subject of discussion was “Mu- 
tual Problems of the Certified Public Ac- 
countants and Controllers” and was based 
on questions sent in by members of the 
control and of the Michigan Association 
of Certified Public Accountants. 

Head of the committee representing 
the controllers was Mr. W. J. Gerick, 
Controller of Socony-Vacuum Oil Com- 
pany. Mr. Donald Russell, Partner of 
Lybrand Ross Brothers and Montgomery, 
represented the Certified Public Account- 
ants. 


DAYTON 
Topic: “THE PRICE CONTROL BILL” 


The regular monthly meeting of the 
Dayton Control was held April 9th at 
the Van Cleve Hotel. 

Mr. William Bannard, who is in charge 
of the Defense Department of the Stand- 
ard Register Company, led the discussion 
on “The Price Control Bill,’ its effects, 
priorities and other problems connected 
with government contracts. A short pic- 
ture in sound, entitled ‘Fighting the 
Fire Bomb,” was also shown. 

Increased demand and diminishing sup- 
ply caused by a war program eventually 
boost prices. The inflationary spiral be- 
gins and in turn results in the upsetting 
of the entire economy, the dislocation of 
all costs and services. Some of the ques- 
tions answered in Mr. Bannard’s discus- 
sion were: “Is the price control bill the 
answer? Is price control the vital link 
in the problem of supply? What is the 
Government's power to control prices? 
How are prices controlled? Isn’t there 
danger in compulsory price fixing? How 
do price control and priorities link to- 
gether? Mr. Bannard, having spent most 
of the past year in Washington, is thor- 
oughly familiar with the control of ma- 
terials and supplies exerted through pri- 
orities. 


CLEVELAND 
Topic: “WAR TIME ACCOUNTING 
PROBLEMS” 

The April meeting of the Cleveland 
Control was held in the Green Room of 
the Hotel Cleveland on April 14. 

Mr. Arthur L. Brockway, partner of 
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Price, Waterhouse & Company, spoke on 
“War Time Accounting Problems.” 


CINCINNATI 
Topic: “PRIORITIES AND ALLOCA- 
TIONS” 

Members of the Cincinnati Control met 
April 14th at the Hotel Sinton. 

Leaders for the round-table discussion 
of “Priorities and Allocations” were Mr. 
Carl Buse, The Tool Steel Gear & Pinion 
Company; Mr. Mark R. Dayton, The 
Hardy Burlingham Mining Company; Mr. 
William R. Dice, The Eagle Picher Lead 
Company; Mr. Howard Helfrey, The 
Drackett Company and Mr. Kelly Dissall, 
The Proctor & Gamble Company. 


CHICAGO 
Topic: “THE F.B.1l. AND NATIONAL 
DEFENSE” 

The Crystal Room of the Union League 
Club was meeting place for the Chicago 
Control on April 28. 

The topic was “The F.B.I. and National 
Defense,” discussed by Mr. A. H. John- 
son, Special Agent in Charge of the Chi- 
cago Office of the Federal Bureau of In- 
vestigation. Mr, Johnson has been in charge 
of many of the principal accounting inves- 
tigations for the F.B.I. during the past 13 
years. 


CHICAGO 
Topic: “PRODUCTION REQUIRE- 
MENTS PLAN” 

On April 14, members of the Chicago 
Control met at the Union League Club. 

Speaker was Mr. Gordon R. Corey of 
the Public Service Company of Northern 
Illinois. 

Mr. Corey is a Certified Public Ac- 
countant and holds an M.B.A. degree. 
During the winter of 1941-1942 he has 
lectured on priorities at the Central 
Y.M.C.A. College and has taught at 
Northwestern University. 


BUFFALO 
Topic: “PRODUCTION CONTROL 
METHODS NOW IN USE AT THE 
COLUMBUS McKINNON CHAIN 
CORPORATION” 

Members of the Buffalo Control met 
April 7 at the Park Lane. 

Mr. J. H. Goodwin, Jr., president of 
the control, addressed the group on “'Pro- 
duction Control Methods Now in Use at 
the Columbus McKinnon Chain Corpora- 
tion.” 


BRIDGEPORT 
Topic: “WHAT’S HAPPENING IN 
TAXATION AND GOVERNMENT 
REGULATION” 
The Bridgeport Control met April 29 at 
the Graduates Club in New Haven, Conn. 
Mr. James L. Wick, foreign correspond- 
ent, business consultant, and economic ana- 
lyst for Prentice-Hall’s Washington letter, 
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“What's Happening in Taxation and .Gov- 
ernment Regulation,” gave an eye-witness 
account of what is happening to business 
and industry in England—and what is 
likely to happen here now and after the 
walt. 

Mr. Wick, a co-author of two books on 
national defense, was a frequent guest at 
the United Service Club while in London, 
where he discussed military strategy with 
leading British generals, admirals and air 
marshalls. In addition, he experienced air 
raids, travelled in large convoys, rode in 
air-rescue launches, saw R.A.F. squadrons 
take off for Germany and return. He vis- 
ited aircraft factories, tank plants and ship- 
yards in the blitzed cities of Coventry, Glas- 
gow, Birmingham, Manchester, Belfast, 
Cardiff, and Plymouth. During his lec- 
ture and afterwards, Mr. Wick answered 
questions on prices, small business, infla- 
tion, labor, government control, business 
concentration, socialism, communism, free 
trade, and post-war boom or collapse. 

Mr. Wick has lectured under the auspices 
of the British government in England and 
he has addressed hundreds of business and 
university audiences in the United States. 
He has written articles for more than 75 
American and English newspapers. He is 
a newspaper publisher and consultant on 
business operations. As part of his care- 
ful study of European war and _ post-war 
problems, Mr. Wick spent many hours of 
discussion and argument with the prime 
ministers or other ministers of the nine 
allied governments in exile in London, in- 
cluding Poland, France, Norway, Czecho- 
Slovakia, Jugo-Slavia, Holland, Belgium, 
and Greece. In his lecture, the speaker re- 
ported the thinking of those men and 
women who will have the most power in 
shaping world affairs after the war. The 
opinions of Ernest Bevin, Lord Beaver- 
brook, Anthony Eden, Lady Astor, Lloyd 
George, de Valera, Masaryk, Greenwood, 
and de Gaulle were summarized and ex- 
plained. 


BRIDGEPORT 


Topic: “METHODS OF EXPENSE RE- 
DUCTION” 


April 1st was meeting time for the 
Bridgeport Control. Members met at the 
University Club. 

Mr. A. J. Wieland, secretary of the con- 
trol, acted as discussion leader on the sub- 
ject, “Methods of Expense Reduction.” 


BALTIMORE 
Topic: “PRIORITIES” 


Meeting of the Baltimore Control was 
held April 8 at the Lord Baltimore Hotel. 

Mr. Donald L. Wilkins, the Washing- 
ton representative of Fiduciary Counsel, 
Inc., of New York, spoke on “Priorities.’’ 
After the address Mr. Wilkins answered 
questions submitted by members of the 
control. 
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Wanted—Controller from New England 
A member of The Institute is looking 
for a controller to have full charge of ac- 
counting, including machine shop costs 
and unit standard costs, in a Massachu- 
setts foundry. A knowledge of foundry 
costs is not absolutely necessary. A man 
from New England is preferred and the 
salary is approximately $7,500. Strong 
leadership is a required qualification. Ad- 
dress Number 382, The Controller. 


Wanted—Assistant Controller 

The Institute has been requested by a 
member to recommend applicants for an 
assistant controllership in his company, 
which manufactures miscellaneous and 
rayon yarns. The position requires a well- 
grounded experience in accounting gen- 
erally, with some emphasis on cost ac- 
counting, and a good knowledge of punch 
card accounting (any system). The salary 
is open but ranges from $5,000-$6,000. 
Address Number 383, The Controller. 
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Chief Executive Accountant 


Assistant Controller 

Position wanted by administrative cost 
and general accountant competent to handle 
budgetary control systems, taxes, insurance, 
personnel supervision and financial matters. 
Eleven years as chief executive accountant 
in two large national industrial companies, 
eight years as industrial and commercial ad- 
ministrative and operations analyst assigned 
to management surveys, system studies, 
financial reports, and the like. Four years 
senior public accountant. Age 46. Protes- 
tant. Health excellent, university trained, 
salary moderate. Available immediately. Ad- 
dress Box No. 298, ‘The Controller.” 


Accountant for Budgeting, Corporate 
Statements 

Wanted by manufacturing concern for 
work in corporate office, located vicinity 
of Boston. Should be 25-35 years, col- 
lege graduate, over three years account- 
ing experience, preferably on budgets, 
consolidated statements. Apply by letter, 
stating age, education, experience, salary, 
draft status. Address number 381, “The 
Controller.” 





“WAR ECONOMICS,” by Jules Backman, 
Jules I, Bogen, Jessie V. Coles, William L. 
Grossman, Karl W. Kapp, Robert F. Mar- 
tin and Emanuel Stein. Farrar and Rine- 
hart, Inc., New York. 501 pages. $4. 

This country entered World War II with 
the realization that the effect on the eco- 
nomic system would be profound. This 
realization was lacking when we entered 
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World War I and for some time afterward, 
perhaps because the nation did not then 
experience the full impact of a world con- 
flagration. As the authors point out, we en- 
tered the present conflict with a much 
greater awareness of the implications of war 
for our economic life; every part of the 
economy would be affected; new industries 
would be formed and others disrupted, 
while all activities would be subjected to 
government control as never before. 

The authors describe the effects of the 
war on the economy, emphasizing the eco- 
nomic aspects and the principles of war 
economics rather than the dates and details 
of what has taken place here and abroad. 
Beginning with the problems of transition 
from peace to war there is discussed most 
interestingly planning, mobilization of re- 
sources, production maximizing, labor, 
wages, finance, prices, controls, railroads, 
electric power, housing and rents, agricul- 
ture, consumers’ and postwar problems of 
industrial demobilization. This list by no 
means describes all the subjects covered in 
the 17 chapters and 3 appendixes (51 pages 
of legal material) for the problems writ- 
ten about are numerous indeed. 

Controversial subjects are considered fairly 
and the arguments on both sides given. For 
those who desire to pursue any provocative 
fact or theory further, there is provided a 
carefully selected bibliography at the end 
of each chapter, which makes it easy to 
pursue with a particular line of thought. 

This should prove to be a useful book. 
The treatment given to the many angles of 
the economics of war should lead to a 
greater understanding of our nation’s prob- 
lems. 

Reviewed by RANDOLPH LANE. 


“HOW TO MAKE PROFITS TRADING 
IN COMMODITIES,” by W. D. Gann and 
John L. Gann. W. D. Gann & Son, Inc., 
New York. 1942. 391 pages. $5.00. 
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PRESIDENTS OF CONTROLS 


Controls extend a cordial invitation to members of other local subdivisions of 
The Controllers Institute of America to visit local meetings. 


BALTIMORE CONTROL 
Mr. Arthur R. Burbett, First National Bank, Baltimore, Maryland—meetings 
second Wednesday. 

BRIDGEPORT CONTROL 
Mr. Harry F. Jopp, Dictaphone Corporation, 375 Howard Avenue, Bridgeport, 
Connecticut—meetings first Wednesday. 

BUFFALO CONTROL 
Mr. John H. Goodwin, Jr., Columbus McKinnon Chain Corporation, Fremont 
Street, Tonawanda, New York—meetings first Tuesday. 

CHATTANOOGA CONTROL 
Mr. Glenn P. Smith, Tennessee Valley Authority, 202 Power Building, Chatta- 
nooga, Tennessee—meetings to be announced. 

CHICAGO CONTROL 
Mr. Epwin W. Bursott, A. B. Dick Company, 720 West Jackson Boulevard, 
Chicago, Illinois—meetings fourth Tuesday. 

CINCINNATI CONTROL 
Mr. Carl M. DeBuck, The Union Central Life Insurance Company, 3rd & Vine 
Streets, Cincinnati, Ohio—meetings second Tuesday. 

CLEVELAND CONTROL 
Mr. J. E. Heidgen, Basic Refractories, Incorporated, 845 Hanna Building, Cleve- 
land, Ohio—meetings second Tuesday. 

DAYTON CONTROL 
Mr. W. H. Kerman, The Journal-Herald Publishing Company, 111 East 4th 
Street, Dayton, Ohio—meetings second Thursday. 

DETROIT CONTROL 
Mr. Ottmar A. Waldow, National Bank of Detroit, Detroit, Michigan—meetings 
second Wednesday. 

DistRICT OF COLUMBIA CONTROL 
Mr. O. H. Ritenour, Washington Gas Light Company, 411-10th Street, N.W., 
Washington, D. C.—meetings fourth Tuesday. 

HARTFORD CONTROL 
Mr. Floyd A. Pearce, The Torrington Company, 59 Field Street, Torrington, Con- 
necticut—meetings second Thursday. 

HOUSTON CONTROL 
Mr. Gay Carroll, Humble Oil and Refining Company, 756 Humble Building, 
Houston, Texas—meetings fourth Tuesday. 

INDIANAPOLIS CONTROL 
Mr. Victor C. Seiter, Citizens Gas and Coke Utility, 47 South Pennsylvania Street, 
Indianapolis, Indiana—meetings fourth Wednesday. 

Kansas City CONTROL 
Mr. James H. Schuler, Crown Drug Company, 2110 Central, Kansas City, Mis- 
souri—meetings second Monday. 

Los ANGELES CONTROL 
Mr. Clyde A. Warne, Basic Magnesium, Inc., P. O. Box 1150, Las Vegas, Nevada 
—meetings third Thursday. 

MILWAUKEE CONTROL 
Mr. Charles N. Burton, Oswald Jaeger Baking Company, 918 West Somers Street, 
Milwaukee, Wisconsin—meetings second Tuesday. 

New ENGLAND CONTROL 
Mr. George E. Baskie, American Optical Company, Southbridge, Massachusetts— 
meetings third Tuesday. 

New York City CONTROL 
Mr. Cecil W. Borton, Irving Trust Company, One Wall Street, New York City— 
meetings third Thursday. 

PHILADELPHIA CONTROL 
Mr. Thomas L. Evans, N. Snellenburg & Company, Inc., 11th, 12th & Market 
Streets, Philadelphia, Pennsylvania—meetings first Thursday. 

PITTSBURGH CONTROL 
Mr. Carl G. Jensen, A. M. Byers Company, Box 1076, Pittsburgh, Pennsylvania— 
meetings last Monday. 

ROCHESTER CONTROL 
Mr. Joseph J. Myler, Neisner Brothers, Inc., 49 East Avenue, Rochester, New 
York—meetings last Wednesday. 

SAN FRANCISCO CONTROL 
Mr. Walter L. Eggert, Pacific Manifolding Book Co., Ltd., 5701 Doyle Street, 
Emeryville, California—meetings third Thursday. 

St. Louis CONTROL 
Mr. Paul L. Jacoby, Ralston Purina Company, 835 South 8th Street, St. Louis, 
Missouri—meetings fourth Monday. 

SYRACUSE CONTROL 
Mr. Hubert L. Balme, Oneida, Ltd., Oneida, New York—meetings third Tuesday. 

TWIN Cities CONTROL 
Mr. William F. Hagerman, The Minnesota Mutual Life Insurance Company, 156 
East 6th Street, St. Paul, Minnesota—meetings first Tuesday. 
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LOGISTICS 


Strategy is the planning of warfare. 
Tactics is the execution of those plans. 


Logistics, the third branch of military science, is the sup- 
plying of everything necessary to strategy and tactics—in the 
right amount, at the right place, at the right time. 


Now, in fotal war, we must apply the science of Logistics to 
all of our activities as a nation—civilian as well as military. 


WE-ALL are part of the Victory Program. 


Our supply lines are literally life lines of the United Nations. 
Man-power avd munition-power are the controlling factors. 


Today, Logistics dictates strategy—determines tactics. 


Congress has appropriated billions of dollars ut it cannot 
appropriate one single second of time. 


Time favors those who appreciate it as the priceless com- 
modity it now is. 


In war, when we save time we save lives—and we make our 
individual contribution to Victory. 


DEPARTMENT OF LoGISsTICs 


INTERNATIONAL Business MacHINEs CoRPORATION 


This message appeared in every daily newspaper, both English and for- 
eign language, in the United States and Canada, on March 30, 1942 























TWO WAYS TO 
GET MORE OUT OF 
YOUR PRESENT 


BURROUGHS MACHINES 


Today, when it is so essential to make 
the best and fullest use of the figuring 
and accounting equipment you now own, 
and to make that equipment last you as 
long as possible, Burroughs offers two 
extremely valuable and timely services 


to Burroughs owners. 


Both Burroughs advisory service and 
Burroughs mechanical service have been 
time-tested throughout the years, and 


are nationwide. 


They are available to you through your 
local Burroughs office, or by writing— 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


Burroughs 


BUY UNITED STATES DEFENSE 
SAVINGS BONDS AND STAMPS 








BURROUGHS 
ADVISORY SERVICE 


Burroughs technical advisory service is 
rendered by men trained and expe- 
rienced in systems and in the installation 
of machine equipment. Their knowledge 
of machines, applications and pro- 
cedures is especially valuable in meet- 
ing today’s changing conditions . 
suggesting operating short-cuts that 
save time... finding ways to handle 
related records in a single operation 
or to obtain vital statistics as a by- 
product of necessary posting. 


BURROUGHS 
MECHANICAL SERVICE 


Burroughs experienced mechanical serv- 
ice is rendered by Burroughs’ own 
salaried, factory-trained, factory-con- 
trolled men. These men inspect, lubricate 
and adjust Burroughs machines. They 
make repairs and replacements with 
genuine Burroughs parts. Their work is 
guaranteed by Burroughs. Conveniently 
located throughout the nation, Bur- 
roughs service is available in the 
shortest possible time. 
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